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A Financial Notebook 





Sterling and the Gold Loss 


STERLING has’ remained _ steady 
against the dollar in the past month, 
at 4-7; under the $2.80 parity; 
and it has risen in terms of the con- 
tinental currencies, reaching parity 
with the D-mark for the first time 
since the end of 1955. This firm- 
ness was a welcome achievement 
in the face of the big purchases of 
dollar oil, the reduction in Bank 
rate and the poor trade figures for 
January. From this month, the dol- 
lars spent on oil purchases are likely 
to be reimbursed from the credit with 
the Export-Import Bank, which was 
formally completed at the end of 
February. 

The gold figures for January 
showed a renewed fall in the reserves, 
by $49 millions; but this result was 
in fact easily the best since the Suez 
intrusion at end-July. The only 
special support for the reserves was 
$4 millions of defence’ aid; as can 
be seen from our regular table on 
page 208, the deficit of $53 millions 
compares with deficits net of special 
items of $218 millions in December, 
$313 millions in November and an 
average of $113 millions in the 
three preceding months. The Janu- 
ary deficit, moreover, was swollen 
by the payment of $17 millions in 
settlement of the December deficit 
with the European Payments Union, 
whilst January’s EPU transactions 
showed a surplus—the first since 
May last—of £9 millions, providing 


a gold receipt last month of $19 
millions. 

The dollar transactions attribut- 
able to January thus show a net 
deficit of only $17 millions. This 
was almost certainly more than 
accounted for by purchases of oil. 
Payments for Britain’s supplies were 
probably running below the conjec- 
tured monthly rate of around $30 
millions, but further dollar outlays 
(made good in part by February’s 
EPU settlement) were incurred for 
oil bought for re-export, usually 
after refining, to Europe; the oil 
companies are naturally anxious to 
continue to supply their regular 
customers. ‘The residual surplus 
that emerges after making provision 
for oil payments reflects a surplus 
in the sterling area’s current trading; 
the capital account appears to have 
been about neutral, following the 
severe speculative strains of the 
summer and autumn. 


Trade since the Blockage 
Landed imports in January 


reached {376.2 millions cif, £52 
millions above the 1956 average and 
the highest monthly total yet record- 
ed; exports dropped to {261 millions, 
£3 millions below last year’s average, 
and the gross visible trade gap rose 
to £103.6 millions, the highest since 
the dock strike months of mid-1955. 
It seems certain, however, that the 
deterioration represents primarily the 
freak effects on shipping schedules 
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of the closing of the Suez Canal; 
the immediate impact, it may be 
recalled, was much sharper on im- 
ports than exports. Indeed, in the 
three months November-January to- 
gether, the average monthly trade 
gap, at £53 millions, was almost 
exactly the same as that for the first 
ten months of 1956. Remarkably, 
the total value of both imports and 
exports was up by 2 per cent. 
After allowing for the increases in 
prices and inward freight rates— 
the index of import prices rose by 
3.8 per cent above the ten months’ 
average, and export prices by 2.5 per 
cent—there was only a fractional 
fall in volume. On this rough pre- 
liminary evidence, the initial effects 
of the Cape diversions on Britain’s 
external trade appear less serious 
than had been generally feared. 


Money Rates Now 


The reduction of Bank rate from 
54 to 5 per cent on February 7, the 
wider implications of which are dis- 
cussed in the article on page 150, 
caused an unexpected flurry in Lom- 
bard Street. The clearing banks at 
once reduced correspondingly their 
interest allowance on deposits subject 
to seven days’ notice (to 3 per cent), 
but wished to revise their arrange- 
ments for making short loans to the 
discount market. The principle 
adopted in January, 1955, when the 
banks dropped the practice of lending 
at almost inflexible but differential 
rates related to the class of collateral, 
was that roughly two-thirds of the 
money should be lent at the agreed 
minimum rate of 1} per cent under 
Bank rate, with the remainder lent 
at rates related to current market 
conditions, though never below the 
minimum. In practice, it was im- 


possible to sustain these proportions 
precisely, and in conditions of money 
stringency there have been other 
reasons for deviating from them, 
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since the clearing banks found them- 
selves at a disadvantage beside ‘‘ out- 
side ’’ lenders, most of whose money 
is free to profit from high market 
rates. 


Last month, therefore, the clear- 
ing banks proposed more flexible 
arrangements, and at first it seemed 
that a “target ”’ distribution of one- 
to-one would be substituted for the 
two-to-one formula—with half the 
money lent at the new basic rate of 
34 per cent and the remainder at 
varying rates expected to average 
about 3? per cent, yielding a return 
of 34 per cent to the banks on their 
money as a whole. After discussion 
of these and some other possibilities, 
it has apparently been decided that, 
since no “‘ target ”’ distribution could 
be precisely observed in practice, it 
is better not to agree upon any such 
formula. Agreed uniformity thus 
now relates only to the minimum 
rate of 34 per cent, and each bank 
makes its own arrangements with 
the several houses without any target 
for the distribution of different types 
of funds except that of securing, 
for the present, an average return of 
roughly 34 per cent. In practice, 
this probably means that the mini- 
mum-rate money will tend to be 
around one-half of the whole, and 
the scope for flexibility may be 
somewhat wider than it had already 
become under the loose observance 
of the old arrangement. 


The uncertainty caused by these 
discussions naturally had its effect 
on bill rates. Immediately after the 
Bank rate reduction, in spite of the 
fact that it was mainly a confirma- 
tion of the market’s earlier fall, the 
discount houses raised their bids for 
Treasury bills rather sharply, so that 
the average discount rate dropped 
by 3; per cent to under 4} per cent. 
This left room, however, for a small 
reverse movement if necessary, and 
after the money uncertainties had 
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dispersed the rate rose slightly— 
though at the cost of a steep fall in 
the proportion of bills allotted to 
discount houses against tenders at 
their agreed basic price.* 

This does not mean that the mar- 
ket’s total allotment fell correspond- 
ingly. The concerted tendering 
arrangement, through which the 
market fulfils its undertaking that 
the aggregate tenders of the several 
houses shall always ‘“‘ cover” the 
whole offering, has been made a 
little more flexible. For the past 
two months or so, any house has 
been free to put in tenders, for a 
moderate part of its total, at a slightly 
higher price (lower discount rate) 
than the agreed basic one. Such 
tenders normally command a full 
allotment. 


How Much from Germany ? 


The German Government has ex- 
pressed its concern about the pro- 
posed reduction of British forces in 
Germany; yet for months it has 
resisted Britain’s demand that Ger- 
many should pay the local cost— 
covering less than half the total 
cost—of maintaining those forces. 
In the current year to end-April, 
Germany is to contribute {34 mil- 
lions, which is only about half the 
D-mark cost itself; though in addi- 
tion Britain will be able to draw 
upon uncommitted funds from earlier 
years. ‘The best German offer re- 
ported from Bonn in the negotiations 
for 1957-58 is of a total payment of 
{£50 millions—of which, however, 
only £34 millions would be paid as 
support costs, the remainder rating 
as a voluntary grant by Germany to 
Britain of mutual aid. Ostensibly, 
this formula has been devised to 
avoid discrimination against support 
payments to the United States; in 


* This had its sequel at the next tender, 
when the rate dropped to almost 4} per cent. 
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practice it hardly appears a happy 
or dignified exercise in burden shar- 
ing. Now, however, the atmosphere 
in the negotiations has been trans- 
formed by Britain’s decision to 
reduce its material contribution. 
The negotiations on an accelera- 
tion of Germany’s repayment of 
its post-war debt to Britain, recom- 
mended by the OEEC last autumn 
as a means of curbing Germany’s 
unwieldy surplus in the European 
Payments Union, are likewise still 
without result. Following Britain’s 
rejection of Germany’s offer of 
advance payment of five instal- 
ments, of {£74 millions a _ year, 
at a substantial discount (reported 
in a note in our January issue), 
Germany has proposed to invest 
a large sum in British Govern- 
ment securities to be used as a fund 
to pay off future instalments of 
the debt. Britain is now considering 
the details of this scheme. Mean- 
while Germany’s surplus with EPU 
is running at about $100 millions a 
month. By mid-January its credits 
to the Union had reached $734 


millions. 


Tanker Finance Ltd 


A novel plan to meet the difficul- 
ties of large scale financing of 
tankers has resulted from a con- 
certed effort in the London market. 
M. Samuel & Co is forming ‘Tanker 
Finance Ltd to purchase new 
tankers in the next three years to 
a total value of £30 millions; 
three-quarters of this will be pro- 
vided by insurance companies, pen- 
sion funds and other institutions, 
and the remaining {£7} millions by 
Lloyds Bank. 

The ships, which are already 
building for the Shell group in 
British and continental yards, will 
be chartered back to Shell for periods 
of twenty-four years at fixed rates 
of hire. The loans from the institu- 














tions and Lloyds will be secured 
part passu by a mortgage on the 
ships and the charters; and the hire 
earned by ‘Tanker Finance Ltd under 
the charters will be arranged to 
balance exactly the service and repay- 
ment of the loans. The company 
will accordingly have an _ issued 
capital of only £1,000. 

The first eight years’ repayments 
will be devoted wholly to discharging 
the loan by Lloyds Bank, in equal 
annual instalments; the institutions 
will be repaid from the ninth to the 
twenty-fourth year, from a cumu- 
lative sinking fund. In this way, one 
of the major traditional obstacles to 
City finance of tankers has been 
overcome: the institutions have suc- 
ceeded in extending the average life 
of their loans (to about 17? years) 
well beyond that normally available 
in financing the 20-year earning life 
of a tanker; while the bank has 
been able to keep the term of its 
commitment well short of it. The 
scheme seems likely to set a pre- 
cedent. 


Bank Liquidity Puzzle 

The early weeks of the new year 
have witnessed an extraordinary de- 
cline in the public supply of ‘Treasury 
bills. In the eight weeks to February 
23, the outstanding tender issue 
dropped by no less than £700 
millions—-compared with £300 mil- 
lions in the corresponding tax- 
gathering weeks of 1956 and £270 
millions in 1955—and thus fell to 
£2,890 millions, its lowest point 
since spring, 1953. The excep- 
tional size of the decline seems 
attributable largely to the boom in 
the Government’s sales of stock in 
the gilt-edged market. ‘The sales 
appear to have been most marked 
in the six weeks between Christmas 
and the Bank rate reduction on 


February 7—before the issue, re- 
ported in a later article, of the 
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Eternity Three and a Halfs. 

It was surprising, therefore, to 
find little sign of this funding pro- 
cess in the latest available statement 
from the clearing banks, that for 
January 16. This showed a decline 


Jan 16, Change on 
1957 Month Year 
{mn {mn fmn 
Deposits .. 6533.3 —122.5 +70.8 
“Net’’ Dep* 6223.6 —- 81.3 +32.7 
Zot 
Liquid 

Assets 2447.2 (37.4) -— 44.3 +17.3 
Cash .. 525.0 (8.0) - 46.4 + 1.0 
Call Money 465.4 (7.1) -— 39.2 +14.2 
Treas Bills 1303.4(20.0) + 28.0 -15.1 
Other Bills 153.4 (2.3) + 13.3 +17.2 
«é Risk 9? 

Assets 3856.2(59.0) -— 36.7 +14.0 
Investments 1992.2 (30.5) + 11.8 -—23.7 
Advances .. 1864.0(28.5) -— 48.5 437.7 

State Bds 95.1 —- 13.9 oo 
All other 1768.9 —~ 34.6 a 


* Excluding items in course of collection. 
+ Ratio of assets to published deposits. 

in net deposits since the year-end 
of £81.3 millions, a rather larger 
fall than in the corresponding period 
(of eighteen days) of 1956, but 
notably below that of earlier years, 
so that the seasonally corrected index 
compiled by Lloyds Bank rose by a 
further 0.5 to 106.8 (1948 =100), 
bringing the rise since mid-Novem- 
ber to 1.8 points. Liquid assets fell 
by £44.3 millions, only slightly more 
than last year and substantially less 
than the fall in the two previous 
years. 

Moreover, some {11.8 millions of 
that movement merely reflects the 
rise of that amount in investments 
(attributable almost entirely to fur- 
ther purchases by the Midland to 
replace part of the maturity of its 
1954-56 War Bonds last summer), 
since this evidently represents, di- 
rectly or indirectly, sales by the 
‘‘ departments ’’. Advances to pri- 
vate borrowers appear to have fallen 
by £34.6 millions and those to 
State Boards by £13.9 millions, but 
both these movements were exag- 
gerated by special influences at the 





























year-end. A clearer impression is 
obtained by comparison with the 
make-up on November 21, since 
when advances to the private sector 
had declined by £25.1 millions whilst 
those to State Boards had risen by 
{7.2 millions. 


India Draws on IMF 


India has secured a credit from 
the International Monetary Fund of 
$200 millions, representing 50 per 
cent of its quota. The bulk of the 
credit — $128 millions —4is being 
drawn immediately; the remainder 
is available as a stand-by facility. 
India’s unexpectedly large recourse 
to the Fund follows the serious run- 
down of its sterling reserves. The 
background to the recent drain 1s 
provided by a detailed study, by the 
Reserve Bank, of India’s balance of 
payments since independence. This 
shows that from August 15, 1947, 
to March 31, 1956, India’s net re- 
serves of foreign exchange declined 
from Rs 1,582.1 crores to Rs 839.4 
crores (equivalent to £630 millions), 
the lowest point being touched in 
the June quarter of 1952, when the 
reserves fell to Rs 729.2 crores. The 
subsequent recovery, which added 
more than 100 crores to the reserves 


by the end of March last year, was 
more than offset by the drain in the 
ensuing six months. 


The regional breakdown of the 
latest deficit is illuminating. It con- 
firms that substantial disbursements 
were made to continental Europe, 
presumably by drafts upon London. 
Thus, whilst India was in deficit 
with all the payments areas in the 
six months’ period, that with the 
OEEC countries other than Britain 
accounted for three-quarters of the 
total deficit, Rs 94.6 crores out of 
Rs 125.9 crores; the deficit with the 
dollar area was only fractional. De- 
ficits have been incurred with the 
OEEC countries for five consecutive 
years since 1951-52; and_ since 
1952-53 they have been increasing 
progressively. 

In the eighteen months to Sep- 
tember, 1956, the shortfall in India’s 
payments with continental Western 
Europe amounted to Rs 178.8 crores: 
this was equivalent to nearly the 
whole of the sterling area’s net 
deficit with the European Payments 
Union in the period. It was un- 
fortunate that India’s demand for 
capital goods and machinery from 
Germany, Italy, Sweden, Switzer- 
land and others reached a peak when 
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sterling was under heavy psycho- 
logical pressure. 

To check the serious fall in their 
own reserves, the Indian authorities 
introduced early this year a policy 
of stringent import licensing; but 
there is still a considerable volume 
of capital goods to be ordered under 
the Second Five-Year Plan. The 
deficit in India’s trade with con- 
tinental Europe can no longer be 
made good by drawing upon the 
sterling balances accumulated in the 
war; those balances have been drawn 
down to near the minimum needed 
for cover of the internal note issue. 
There is an urgent need for India to 
boost its exports to Europe. 


Bank Capital Schemes 


The partly-paid share is disappear- 
ing fast from the market in home 
bank shares. ‘Two more of the 
clearing banks—the National Provin- 
cial and Martins—have announced 
schemes for extinguishing uncalled 
(including “ reserve ’’) liability and 
for consolidating capital into a single 
fully-paid class. This has raised the 
interesting question whether the 
existing fully-paid shares should be 
compensated (and, if so, to what 
extent) for the benefit thus conferred 
on other pari passu shares by relief 
from a rather theoretical contingent 
liability and by a differential im- 
provement in marketability. Both 
banks evidently take the view that 
in equity, if not in point of strict 
contractual rights, the test should be 
that of the market-place—where the 
disability attaching to partly-paid 
shares (including their ineligibility 
for trustees) has caused them to be 
valued on a slightly higher yield 
basis than fully-paid shares carrying 
equal rights. ‘To allow for this, both 
schemes propose differing scrip dis- 
tributions to the two categories. 

The National Provincial proposes 
to cancel the £4 6s uncalled liability 
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on its 600,000 “‘ A ’”’ shares and the 
£4 on its 7,889,420 “‘B” shares, 
all of £5, and to consolidate them 
into {1 fully-paid shares. The exist- 
ing £1,170,000 of {1 fully-paid 
shares, before being merged with 
these classes, are to receive a one-in- 
fifteen scrip bonus; and then the 
resultant capital as a whole will 
receive a one-in-ten bonus. The 
board hopes to maintain its 18 per 
cent dividend rate on the new capital 
—which, on the present basis, is 
equivalent to raising the fully-paid 
rate to just over 21 per cent and the 
partly-paid rate to 19.8 per cent. 
This operation will raise paid-up 
capital from 9,479,420 to 
£10,513,162 and reduce the share 
premium account correspondingly. 


Martins’ scheme makes a rela- 
tively bigger increase in paid-up 
capital but a smaller one in dividend. 
The £17 10s uncalled liability is to 
be cancelled on the 939,556 £20 
shares; these then receive a 20 per 
cent scrip bonus, and the 1,966,206 
of {£1 fully-paid shares a bonus of 
25 per cent, before the two classes 
are merged. ‘The board hopes to 
pay a dividend of 15 per cent for 
1957, which would represent, on the 
existing capital, an increase from 
174 to 18 per cent on the partly- 
paid shares and from 17} to 18? per 
cent on the fully-paid. This adjust- 
ment is equivalent to rather less 
than the average difference in yield 
on the two classes over ten years; in 
the National Provincial’s scheme the 
intention is apparently to equate the 
yields. Martins’ scrip distributions 
will reduce published reserve by 
£961,329 to £5,188,671, but it will 
be restored to {5,500,000 by a trans- 
fer from inner reserves, and thus 
will still exceed the paid-up capital. 
This will be in novel form for bank 
capital—for Martins is making a 
bold bid for marketability by splitting 
the merged capital into 5s shares. 
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Into Europe 


HE British Government is burning its protectionist boats with a 

vigour and apparent relish that are bringing almost forgotten joys 

to the hearts of free traders—and much anguish to the few but vocal 

proponents of the elusive and always unrealistic concept of 
“Empire free trade’”’. ‘The momentum behind the movement towards a 
free trade system in Europe is now steadily gathering force; and even 
hardened cynics are beginning to appreciate that by the end of this year 
the deed may be done and Western Europe may be floating on a tide of 
tariff and quota reductions that in twelve to fifteen years will carry it to 
free trade in all but agricultural commodities. 

The acceleration of this movement may be gauged from a brief enumera- 
tion of the fast moving events of the past month. First and foremost, after 
many tedious months of work in a chateau on the outskirts of Brussels, the 
draft of the treaty that will bind the six countries of the Common Market 
has almost been completed. Its main features are summarized overleaf. 
The common market forms the inner ring of the free trade area, which will 
include in addition some and possibly all of the remaining eleven countries 
of the Organization for European Economic Co-operation. 

Until last month, no country had committed itself to association in a 
free trade area with the common market; and it was not even certain that 
the association was technically possible. ‘The report of the OEEC working 
party that had been set up in July to examine that question gave an enthusi- 
astic afirmative—subject to certain conditions, and accompanied by many 
constructive suggestions. This report was followed immediately by the 
publication by the British Government of a White Paper on the free trade 
area, which affirmed the Government’s support for the project of creating 
a free trade area in Europe, but reiterated the demand that agriculture must 
be excluded from it. The salient features of these two documents are 
summarized on page 146. 

Soon after this outpouring of treaty texts and reports, the ministerial 
council of OEEC met in Paris to review progress of the work on forming 
a free trade system, which had been launched at the meeting of July last. 
The council, working for the first time under the chairmanship of Mr Peter 
Thorneycroft, Britain’s Chancellor of the Exchequer, formally adopted the 
report and recommendations of the working party and immediately set in 
motion the mechanism that will in due course produce a Free Trade Area 
Treaty. This work has been entrusted to three committees of OEEC. 
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THE COMMON MARKET TREATY 


Signatories: France, Western Germany, Italy, the Netherlands, 
Belgium and Luxembourg. 


Tariff Cuts 


The signatories undertake to abolish their tariffs and quantitative 
restrictions on trade within the common market over a period of 
12-15 years, tariffs to be reduced by 30°% in first 4 years, a further 
30%, in second 4 years and 40° in final 4-7 years. Some elasticity 
is provided by the choice of tariffs to be reduced, but no tariff must 
be cut by less than 5° in each period. 


Common Tariff 


A common tariff to be established around the common market, 
with rates not exceeding 3°/, on raw materials and 10°{ on semi- 
manufactures. For manufactures the uniform rates not to be higher 
than the average of the individual rates they replace. 


Institutions 


Main authority to be a Council of Ministers of the six countries 
which for the first 4 years will take its decisions unanimously, there- 
after by a “‘ qualified majority”? of 12 votes or more. France, 
Western Germany and Italy will each have 4 votes, Belgium and 
the Netherlands 2 each, and Luxembourg 1 vote. 

Powers to be delegated by the Council to a European Commission, 
which may make suggestions for aligning fiscal policies and for use 
of escape clauses by members. A Parliamentary Assembly also to be 
set up, with purely advisory and debating functions. 


Harmonization 


The Treaty provides for far-reaching “‘ harmonization ”’ of financial 
and social policies. In particular, during the first 4 years all mem- 
bers are to harmonize their social charges to the French level— 
including equal pay to men and women workers, overtime after 
40-hour week and three weeks’ holiday with pay. 


$1,580-million Investment Funds 


France and Germany to subscribe $300 mn each, Italy $240 mn, 
Belgium $864 mn, the Netherlands $714 mn and Luxembourg $2mn, 
for a $1,000 mn investment fund. One-quarter to be paid up 
within 2} years. Additional five-year fund for overseas territories 
(mainly French), totalling $580 mn ($200 mn each from France 
and Germany, $70 mn each from Belgium and the Netherlands, 
$40 mn from Italy and $1} mn from Luxembourg). 


Cartels and Monopolies 


The Treaty provides for control of cartel and monopoly practices 
within the Common Market, on the ground that its main objective 
—the maximization of trade through specialization—could be frus- 
trated by restrictive arrangements among producers. 


Agriculture 


To be excluded from the full discipline of the main plan governing 
tariffs and quotas; details to be worked out by the European Com- 
mission after the ‘Treaty has been signed and ratified. It has, how- 
ever, been agreed that the relaxations will take place pari passu with 
the emergence of a European scheme for purchasing surplus agri- 
cultural commodities from member countries. France has insisted 
upon, and has secured, the right to maintain minimum import prices 
on agricultural products. 


Overseas Territories 





Dependent overseas territories are being included in the common 
market, for a trial period and on special terms (see page 148 and 
above under “‘ Investment Funds ”’). 
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The first is to deal with the general problem of elaborating a treaty within 
OEEC; the second with the special problem of agriculture; and the third 
with the position of the five OEEC countries—Turkey, Greece, Portugal, 
Iceland and Ireland—variously referred to as the “ peripherals”, the 
‘“‘ex-centrics’”’ or just the “‘ lame ducks’”’: if these come in the free trade 
area at all, they will have to do so on special terms. The fact that agri- 
culture and the “‘ lame ducks ”’ have had to be entrusted to special com- 
mittees indicates where the main tangles in the negotiations are expected. 


Time-table of Action 


The present time-table is as follows: the common market treaty is likely 
to be signed in the early days of this month. It will then have to be ratified 
by the Parliaments of the six countries. ‘The process of ratification, alas, 
cannot be regarded as a mere formality—memories of what happened to the 
European Defence Community Treaty are vivid. ‘They have indeed led 
the Ministers and experts engaged in negotiating the common market treaty 
to indicate to their French colleagues that on this occasion France will have 
to lead the way: no country will ratify until the National Assembly has 
done so. Assuming, however, that duty will be done, it is reasonable to 
expect that ratification will be completed and the common market will be 
thus brought into being by midsummer. 

Long before this process is completed, the negotiations for the treaty 
establishing the free trade area will have begun within OEEC; the present 
estimate is that it will take at least six months to iron out the differences 
that are bound to crop up. It took more than six months for the common 
market treaty to be completed—and even then some of the clauses have 
been left eloquently bare and vague and are due to be filled in by the 
European Commission, which is to be set up to administer the common 
market (see opposite page). It would be tempting Providence too far to 
hope that it will take any shorter time to bring certainly six, and possibly 
eleven, other OEEC countries into an associated free trade area. 

A central problem that is likely to crystallize as the negotiations for the 
free trade area get under way will be the element of supra-national authority 
that is to be granted to whatever institutions are set up to govern the affairs 
of the area. ‘This major issue has not yet been faced squarely by the most 
important of the countries involved, namely, the United Kingdom. It is 
touched upon in the White Paper, but the references are evasive and suggest 
an attempt to retreat from an unpalatable truth. ‘The White Paper tries to 
draw a clear distinction between the free trade area and the customs and 
economic union of the six common market powers. It points out that the 
arrangements proposed for the customs union, “involve far-reaching 
provisions for economic integration and harmonization of financial and 
social policies”’. By contrast, ‘“‘ Her Majesty’s Government envisage the 
free trade area as a concept related primarily to the removal of restrictions 
on trade, such as tariffs and quotas’”’. Although the White Paper goes on 
to recognize the need for co-operation between all free trade area and 
common market countries in the field of economic policy, it abjures any 
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THE FREE TRADE AREA 





I—The OEEC View 


A working party of OEEC set up in 
July, 1956, under the chairmanship of 
Baron Snoy, who was also chairman of 
the committee of the six drawing up 
the Common Market Treaty in Brussels, 
concludes that it is “ technically pos- 
sible ’’ to operate a free trade area in 
Europe that would include the six mem- 
ber countries of the common market. 


Two Provisos 


(1) The reductions in tariffs and quotas 
in the common market and the free trade 
area should be approximately the same 
in timing and incidence. 

(2) An effective method should be 
devised of defining the origin of products 
moving in trade in the free trade area, 
to prevent distortions arising from dif- 
ferences in external tariffs. ‘The report 
outlines a possible basis of definition. 


Escape Clauses 


These should be “‘ narrower in scope 
and subject to stricter rules’”’ than in 
existing international organizations such 
as OEEC or GATT. To be allowed: 

(1) To protect balance of payments, 
but only after mutual consultation and 
after possibility of mutual assistance has 
been considered. Further, the “ strict 
control ”’ that is necessary “‘ may.. . lead 
to eliminating the possibility of unilateral 


[I—-The 


Provided foodstuffs are excluded the 
UK will be prepared to consider entering 
a free trade area in Europe. ‘This area 
“should be open to all the member 
countries of OEEC who are prepared to 
accept its obligations ”’. 

The Government considers it indis- 
pensable that the industrial free trade 
area should be formed in such a way as 
to be “‘ wholly consistent with the exist- 
ing objective of a collective approach to 
the widest possible system of multi- 
lateral trade and payments ’’. 


Limited Objective 


The Government envisages the free 
trade area “ as a concept related primarily 
to the removal of restrictions on trade 
such as tariffs and quotas ’’, in contrast 
with the harmonization of financial and 
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action ’’, or “‘ to permitting such action 
only for a limited period ”’. 

(2) To protect industry in special 
difficulties. Recourse on this ground 
not to be allowed unilaterally; and re- 
quest to be backed by a plan showing 
how normal obligations will be restored 
within a reasonable period. 


Rules of Competition 


Countries in the free trade area should 
eliminate monopoly and cartel practices, 
export subsidies, dual pricing and other 
devices that distort the normal play of 
competition and frustrate the smooth 
flow of free trade. The report decided 
against the banning of such practices 
and prefers consultation and a procedure 
for handling complaints. 


institutions 


“Some members ”’ favour organiza- 
tion wholly within OEEC. Under a 
Council of Ministers administering rules 
(‘‘as precise as possible ’’’) there would 
be an advisory managing committee; 
perhaps also a body of ‘‘a more fact- 
finding and possibly judicial character ’’, 
to handle complaints. Other work 
through existing OEEC bodies. The 
report says nothing about any departure 
from the OEEC unanimity rule. 


UK View 


social policies planned by the common 
market countries. 


Tariffs and Quotas 

The Government suggests that the 
rules for reduction of tariffs should be 
defined, clear and unambiguous, so that 
industry in each country knows where 
it stands. Quotas to be subjected to 
progressive annual increases, providing 
for complete abolition of restrictions 
‘““ well within ”’ the transitional period. 


Escape Clauses 

The Government welcomes the strict 
approach of the OEEC working party. 
Escape clauses should be invoked rarely 
and “ probably only” on occasion of 
‘extremely serious’”’ balance of pay- 
ments difficulties—when quotas should 
be made subject to “frequent and 
stringent ’’ examination. 





























delegation of sovereignty and suggests that the procedures that have been 
developed over many years within OEEC for dealing with this range of 
problems have proved their worth and should be continued. 

The British Government thus seems to assume that the free trade area 
and all that it implies can be run from within OEEC and with very little 
change in the existing bodies of that organization. There is, however, 
one fundamental change that will be called for. So far, the OEEC has 
found its ultimate fount of authority in the Council of Ministers, which 
has reached all its decisions by the rule of unanimity. This means, in fact, 
that all decisions have been the result of compromise and have involved no 
abandonment of sovereignty by any member country. It is a matter of 
astonishment and admiration that in these circumstances OQEEC has achieved 
so much and that the smaller members have so well resisted the temptation 
to use their power of veto. ‘That, however, cannot satisfy the requirements 
of the proposed free trade area. ‘The treaty setting up that area cannot be 
sO precise as to anticipate every problem of definition and classification that 
will be met. Moreover, the free trade area treaty, just as the common 
market treaty, will have escape clauses. ‘The existence of these clauses pre- 
supposes the existence of some higher authority that will be the judge of 
whether a country invoking them is justified in doing so. 


Who Has the Last Word ? 


In the discussions on the common market, the original intention was to 
endow a European Commission with supra-national powers as extensive as 
those wielded by the High Authority in Luxembourg over coal and steel 
in the six countries. ‘That intention has been considerably diluted by the 
transfer of most of the supra-national powers to a Council of Ministers 
which, according to the present text of the treaty, will act according to the 
rule of unanimity for the first four years, but thereafter will make its 
decisions by a “‘ qualified majority ” (defined on page 144). Equal powers 
will probably have to be given to the Council of Ministers of OEEC when 
dealing with free trade area affairs. So much is admitted by implication 
in the British Government’s White Paper, which says that “ some departure 
from the unanimity rule will be necessary in certain carefully defined 
matters ’’—one of which is cited as action under the escape clause on 
grounds other than acute strain on the balance of payments. 

The British Government has overstressed the difference between the 
common market and the free trade area also in its emphasis on the inde- 
pendence of the free trade area countries in negotiating their tariffs with 
countries outside the European free trade system. This independence may 
be greater on paper than it will be in practice. Any wide differences in 
tariffs will set in motion almost uncontrollable distortions of international 
trade—goods from third countries entering the free trade area through 
the lowest of the existing tariff barriers and then percolating to their 
ultimate destinations through the free trade system. The sophistication 
that is being poured into schemes for certificates of origin and definitions 
of content of products entering into European duty-free commerce is 
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misplaced. It cannot devise a system that will effectively stop the seepage 
of goods through the lowest tariff barriers. For better or worse—and in 
this case it is for better—the lowest of the tariffs erected by the common 
market or by any free trade area country towards the rest of the world 
will provide the pattern that the others will sooner or later have to copy. 
This is another aspect in which sovereignty will, in effect, have to be sacri- 
ficed. It will be sacrified not through the conscious setting up of supra- 
national institutions but through the dictates of commercial reality. 

The problem of the common tariff has created some of the greatest of 
the difficulties encountered during the negotiations of the common market 
treaty. The outcome has been to fix the common tariff at an approxi- 
mate weighted average of the existing tariffs of the six countries. This 
has caused considerable resentment in the Netherlands, traditionally a low- 
tariff country whose agriculture and industry depend largely on imports of 
cheap raw materials and foodstuffs for processing into exportable dairy 
produce and manufactured goods. A large proportion of these essential 
imports comes from outside Europe, and Dutch interests fear that they will 
be appreciably and adversely affected by the higher duties they will have 
to pay under the common tariff. Germany, too, which under the guidance 
of Dr Erhard has reversed its traditional protectionism, has thrown its 
weight against a rise in its outside tariff towards the high French level. 


Blunder on Overseas Territories 


The French have got their way also on the inclusion of overseas terri- 
tories in the common market. They will come in, for a trial period of 
five years, on very special, “‘ one-way’ terms, with protection for their 
infant industries and assurances of financial help (detailed on page 144) 
from all members of the common market. This concession by France’s 
partners is unfortunate; it is liable to involve difficulties for the free trade 
area, discrimination against other (including British) overseas territories 
and, rightly, objections from GATT. 

Among the other difficulties that emerged during the negotiations for the 
common market treaty was the French demand for “ harmonization ”’ of 
social charges. All the countries concerned have now agreed to achieve 
parity of social security conditions within the first four years of the common 
market. There can be no doubt that in certain countries and in certain in- 
dustries this will involve an appreciable increase in costs of production. In 
particular, the requirement of equal pay for men and women is estimated 
to raise costs in the textile industries in the Benelux countries, by a margin 
variously estimated as not less than 20 and ranging up to 30 per cent. 

The problem of harmonization is likely to raise its head also in the free 
trade area negotiations. It will do so less in the context of social services 
than in fiscal arrangements. Italian manufacturers have already com- 
plained that, whereas their indirect taxes on transactions, levied every time 
goods move between manufacturers and dealers, are incorporated in the 
export price, British purchase tax, relating to retail sales in the domestic 
market, is not chargeable on exported goods. The Italian complaint 1s 
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further embittered by the fact that their goods exported cum domestic taxes 
to Britain are then charged not only import duty but purchase tax—calcu- 
lated on the import price plus the import duty. The answer to these 
complaints is that the Italians, if they find their existing tax system unfair 
to their own exporters, must adjust it to conform with the arrangements 
that prevail elsewhere, so long as these are reasonable. Now this is tanta- 
mount to saying that in this sphere, too, the arrival of the common market 
and the free trade area will inevitably pull towards a harmonization of 
economic practices and economic conditions. Whether they will it or not, all 
the countries concerned are, in fact, engaging in a vast exercise of integration. 
The great hope, and indeed the conviction, of those who favour this project 
is that the creation of this free market will promote a general upward move- 
ment in which balance and equilibrium will be found at levels of well-being 
considerably higher even than those that obtain to-day in the most advanced 
of the participating countries. ‘This is the answer to any of the academic 
quibbles that can legitimately be raised about the theoretical desirability of 
some aspect or other of the schemes. 

It would, however, be closing one’s eyes to the main hurdle to be over- 
come in the negotiations on the free trade area to ignore the resentment 
that has been caused by Britain’s outright rejection of food, drink and 
tobacco from the proposed elimination of tariffs and quotas. Nor is it 
sufficient answer to this criticism to say that even in the common market 
agriculture will receive special treatment. Britain will be called upon, in 
the course of the coming negotiations, to budge somewhat from its present 
rigid attitude on this issue. Such rigidity would create an undesirable 
precedent. Other countries would want to retaliate by similar exclusion of 
strategic or essential manufactures. ‘There should be ample scope for 
reasonable protection of British agriculture and safeguarding of Common- 
wealth preferences within a treatment of agriculture in the free trade area 
that would not make a mockery of the very name “ free trade ”’. 

There is one danger against which all Europe must be studiously on 
guard. ‘The British Government’s White Paper utters a warning on the 
dangers of making the free trade area a closed bloc, and asserts that the 
formation of this system should be compatible with Europe’s wider responsi- 
bilities in the General Agreement on Tariffs and Trade and in other inter- 
national organizations—as well as with the “ collective approach ’”’ to the 
‘widest possible system of multilateral trade and payments’. The warning 
is timely, for it has been plain that in the chorus that has recently acclaimed 
the free trade project there have been strong overtones of anti-Americanism. 

Any such tendency must be sternly repressed. ‘There are obvious reasons 
why the dollar world cannot all at once be invited into this free trade 
system. But once that system has been established Europe will be in a 
far better position to trade on an equal basis with North America: and it 
will be better fitted, too, to persuade America to take the appropriate action 
to eliminate its own restrictive trading practices. Free trade Europe need 
not become the economic counterpart of politically neutralist and isolated 
Europe. It can provide the basis of rich and outward looking peoples. 
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Squeezing by Easing 


HREE weeks have passed since Bank rate was brought down by 

4 per cent from what the Governor of the Bank has called the 

“crisis” level of 53 per cent fixed in February last year; yet there 

is still much uncertainty in the business world about the purposes 
this move was designed to serve. ‘This is not surprising, for the purposes 
were unusually subtle ones. Although the change was represented as no 
more than a minor technical adjustment, which in one sense is not an unfair 
description, it was in principle of quite exceptional significance—and was 
indeed without precedent. Upon each of the two previous reductions 
made since the Bank rate technique was revived in 1951 the authorities 
emphasized that the concession did not imply an abandonment of monetary 
restraint. On this occasion, certainly for the first time in the Bank’s history, 
they presented it as the very means of buttressing that restraint. Here is 
a paradox that merits close scrutiny—and perhaps a sceptical one. 

By reducing the rate the authorities confirmed the market’s expectations 
—evident in the sharp fall in Treasury bill rates and the sharp rise in gilt- 
edged in the two preceding months; yet they rejected most of the market’s 
reasoning. ‘The reversal of the trend of market rates had been started by 
the calming of international fears and the check to the run on sterling; 
but it was later impelled chiefly by the belief that the need for disinfla- 
tionary measures had been diminishing before the Suez crisis and had been 
further lessened by the domestic consequences of that crisis. ‘Those who 
took this view might logically regard the Bank rate reduction as implying a 
fear that Suez dislocation-cum-disinflation may become a good deal sharper 
than any experienced so far. Or they might contend, as some more 
sophisticated observers have done, that the risk of creating “ unnecessary ”’ 
slack in the economy is being steadily increased as the big investment 
projects of the past two years mature and thus expand productive capacity; 
and that Bank rate has been reduced as a first step towards taking up part 
of this new potential. ‘The Government rejects the first of these arguments 
and at present is unimpressed by the second. 

For the time being, it regards inflation as a much greater danger than 
deflation. And the fact that sterling’s recovery rests upon the mobilization 
of the special reserves means that there is now much less scope for the 
taking of chances. In the words of the Chancellor, “ this is not the time 
to let up’. Or in those of the Governor of the Bank, in an address to the 
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Coventry Chamber of Commerce after the Bank rate reduction,* “ Of 
recent years our foreign exchange position has been . . . swinging some- 
times just above and sometimes just below the danger line. There are 
signs that we may now be due for one of the swings in the right direction. . . . 
But this time, having mobilized our exchange defences, the country as a 
whole must really give a heave—so that we pull ourselves well clear of the 
danger line and give ourselves that margin for future swings which recently 
we have not had ”’. 

These and other official statements make it quite plain that the Bank rate 
reduction was not intended as any sort of “ green light”. This being so, 
the case for it had to rest on the proposition discussed in The Banker last 
month—that it would actually buttress the monetary restraint as a whole. 
As Mr Thorneycroft put it, it was ‘‘ designed to enable the Bank of England 
to maintain the full effectiveness of monetary policy. I am assured that 
their control will not be weakened by this move”. In particular, it was 
‘not a signal for bankers or others controlling sources of finance to relax 
credit or to ease restrictions on lending’, nor was there any change in the 
need to restrain both public and private spending and lending in order to 
make room for exports and essential investment. Moreover, so long as 
this need remained, ‘‘ full use’ would be made of interest rates to dis- 
courage spending and encourage savings. In short—no retreat from 
market techniques of control, but rather a reaffirmation of them. 


Liquidity at Red, Rates at Green 


This assurance appears doubly welcome when viewed in the light of the 
emerging budget prospect. In an effort to keep down the fast-rising cost 
of the social services, the Government is raising the weekly “ insurance ” 
contribution and reducing the subsidies on welfare milk and school meals. 
Yet, after allowing for these politically difficult measures, which should 
provide £374 millions in 1957-58 and £574 millions in a full year, the 
civil estimates will still be £153 millions above the original estimates for 
1956-57. ‘The estimate for defence expenditure, it is promised, will be less 
than the original 1956-57 estimate; but unless the reduction is much larger 
than is generally expected, there will be little chance that fiscal disinflation 
can soon take over part of the responsibility now carried by monetary policy. 

The notion of disinflation-by-Bank-rate-reduction is a difficult one to 
swallow, and it has stuck in the throats of people both more and less expert 
(even at word-eating) than the Leader of the Opposition. Yet, in a tech- 
nical sense, the argument is logically appealing, and it is no stranger to 
these pages. Briefly, it runs like this: 

The lesson of 1955-56 was that effective monetary restraint requires restraint 
upon the banks’ liquid assets, which depend upon Treasury bills. 

To avoid an excess of bank liquidity, the Government must reduce its issue 
of bills. 

[f it cannot do this sufficiently through a budget surplus or through sales 





* Mr Cobbold’s address is also discussed by Sir Oscar Hobson, on page 161. 
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of “ savings’ securities, it must do it by selling more gilt-edged stocks 
on the market. 


But people will not buy these sufficiently if bills (and other highly liquid 


assets such as deposit-account balances) look more attractive. 
A Bank rate reduction will make them relatively less attractive. 
Therefore it will make credit restraint more effective. O.E.F. 


This technical sequence may be impeccable; but it still has to be asked 
whether its conclusion will in practice be equally unassailable. Does a 
tightening of credit restraint in this technical sense necessarily tighten— 
always and inevitably—the “real” grip of monetary policy upon the 
nation’s economy ? 

The tightening of bank liquidity should make the banks more reluctant 
to expand their commitments, whether in investment portfolios or in 
advances; and, if pressed far, it may compel them to reduce the total of 
these “‘ risk” assets. But when this restraining influence is contrived by a 
reduction of Bank rate, at least two contrary influences will be almost auto- 
matically pitted against it. Whatever the authorities may say, a reduction 
will always be seen by some people as a green light; and this view is likely 
to be the more influential when, as now, the change appears as the first 
relaxation among a whole series of long-sustained restrictive measures, 
since it raises hopes of other relaxations. Secondly, when the Bank rate 
reduction is from a relatively high level, at which the commercial banks’ 
current charges for advances are above the several minima fixed with their 
customers, those charges are reduced correspondingly—in the present 
instance, mostly to rates ranging from 5 to 6 per cent according to the 
class of borrower. Is this concession really deprived of all influence, 
whether upon the borrowing public or upon business sentiment, merely 
because the banks have been asked not to ease their criteria for lending ? 
Is it, like last month’s adjustment of PWLB charges for new loans of over 
five years (from 5? to 54 per cent) was asserted to be, “in no sense a sign 
of any relaxation of credit policy” ? 

If these two influences, psychological and “ real ”’, are regarded as tending 
to stimulate public spending, then the primary impulse to restraint has to 
be strong enough to outweigh them, before the whole exercise begins to 
tighten the effective grip upon the economy. In certain conditions it 
certainly could be thus strong. But a very nice judgment, and much skill 
in technique, will be needed to achieve this sort of balance between the 
contrary influences if the aim is (as it evidently is now) to avoid any sharp 
tightening. In such conditions there is a risk that yet a third contrary 
influence will be set up. ‘The fall in short-term rates tends to pull down 
other rates, as happened before the Bank rate reduction; and that “ con- 

firming ”’ reduction, since it comes from a high level, may encourage hopes 
of yet another one, and thus may start the cycle anew in the gilt-edged 
market. Already, as reported on page 139, the bill rate has fallen away 
almost to 44 per cent. 
Will the authorities, in their eagerness to “‘ fund ’’, and acting on their 
oft-repeated precept that they can sell stock only on a rising market, 
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encourage these hopes? The new Economic Secretary to the Treasury, 
who one must hope was not very well-informed in this particular, implied 
that they will: ‘“‘ we believe that the measures we have taken in reducing 
Bank rate will enable an active and profitable gilt-edged market to con- 
tinue”’. If that is indeed the recipe for policy, the array of contrary 
influences may obliterate the original avowed intent: a renewed boost to 
the gilt-edged market, plus the impulse it would transmit to other markets, 
certainly would provide a strong green light. Liquidity ratios and the level 
of bank deposits might register technical success, in greater “‘ restraint ”’; 
but the economy would be likely to be registering a new inflationary lift. 


Some Reassurances—and Doubts 


Judgment on the worth of this new Bank rate technique thus has to 
depend not upon the merits of the initial formula or the logic of the technical 
reasoning behind it, but upon the precise manner in which the funding 
objective is pursued in the market-place. In short, the “ conclusion ”’ 
stated on page 152 is not an eternal verity; it will be valid only if official 
practice day by day is designed to make it so. Up to date, that practice 
has been reasonably matched to the purpose. If the authorities ever 
intended to follow Mr Birch’s formula, they have missed their mark. Apart 
from the stacks that are closely keyed to money rates, the gilt-edged market 
has fallen, not risen, since the Bank rate reduction —-partly for extraneous 
reasons, but chiefly as the result of official actions. 

At the outset, doubtless, the main influences were the emphasis put tn 
public statements upon maintenance of credit restraint through funding, 
the almost ostentatious readiness of the Government broker to sell (though 
by no means at bargain prices), and the Governor’s reference to his ** minor ”’ 
adjustment, which discouraged hopes of an early second move. But this 
psychological offensive was quickly followed by an overt demonstration of 
good intent—the launching of a specific funding issue. Surprisingly, the 
choice fell upon a further £300 millions tranche of the “‘ Eternity ”’ stock 

the 3} per cent Funding, 1999-2004, whose first appearance in mid-1954 
caused the market to over-reach itself so dangerously on the very eve of 
the crisis and the volte-face into dear money. No such starry-eyed 
optimism greeted its reappearance, at a cash issue price of 80. This 
proved to be precisely equated to the market level, and indeed also to the 
price of the old tranche on the eve of the Bank rate reduction. Hence the 
haste of the authorities to launch this issue merited approval rather than 
criticism— for even though some nine-tenths of this exotic stock disappeared 
into the back-shop of the “‘ departments ”’ and cannot expect to attract more 
than a trickle of market demand, its brief display was taken as evidence 
of official determination to fund without market-boosting, at all events 
at the long end of the scale. ‘Thus was profit-taking further stimulated. 

One oddity, however, is still unexplained. It had been thought that in 
the six weeks or so before the Bank rate reduction the big success in 
departmental sales had reduced the departments’ saleable stocks, except 
the two 1956 issues (the 1962 and 1979-81 maturities), to the point at 


183 

















which replenishment was becoming urgent. The intake of -‘ Eternity ”’ 
stock does not fill this need, since it will be slow-moving; demand is 
focused on the medium and shorter stocks. As one observer put it, the 
public wanted apples, but the trader stocked up with pears. A further 
and more realistic issue therefore seems probable, and much will depend 
upon whether its terms, in relation to market prices, are as circumspect as 
last month’s. 

Meanwhile there is still room for a shade of doubt whether the need for 
funding and for control of bank liquidity was the sole or the dominant 
reason for this Bank rate reduction. Mr Cobbold, in the address already 
quoted, did not specifically mention this objective. Instead he emphasized 
the case, “ from a purely market point of view ’’, for following the Treasury 
bill rate downwards when an “ abnormal”’ Bank rate has become “ tech- 
nically unnecessary ’’. Such an adjustment, he said, needed “‘ a cautious 
approach ”’, but was “ obviously desirable ’’ as soon as wider considerations 
made it possible. It certainly is desirable that Bank rate and market rate 
should not be allowed to get far out of touch for long; and the mood of 
the market will always be important among the considerations determining 
the best means of restoring due contact. But does it merit much weight 
if the market is regarded as having moved for the wrong reasons—in this 
instance, because it thought that Suez had reduced the need for disinflation : 

In the circumstances, it is a little disconcerting to find the Governor 
putting such emphasis upon the principle of “ following ’’ the market, 
even likening his action to the practice of the Bank of Canada, which revises 
its rediscount rate each week to precisely } per cent above the average 
Treasury bill rate. One would have thought that the funding motive, if it 
was indeed the dominant one, was sufficient in itself; it is not made to 
appear a better one merely because it persuaded the Bank into “ following ”’ 
the market. Moreover, even though the Bank’s tactics may not have 
directly contrived or encouraged the prior fall in bill rates, can it really be 
supposed that this sustained movement was not largely a reflection of official 
policy, in its widest sense, and of expectations of future official action ? 

Fortunately, the Governor has no intention of adopting the Canadian 

technique “in full ’’—‘‘ there are many occasions when we here should 
wish to use Bank rate more positively, to mark a change of policy or a 
reinforcement of policy”’. ‘That is a welcome reassurance for the longer 
run. For the immediate future, any doubts raised about the single- 
mindedness of monetary policy should be set beside one other reassurance. 
The Governor, almost matching the Chancellor’s statement quoted above 
(page 151), emphasized that the Bank rate reduction ‘‘ should not be seen 
as a decision to abandon the use of interest rates in favour of other ingredients 
of monetary control. We have every intention of continuing to use interest 
rates, together with the other ingredients, in such mixtures as may seem 
suited to the needs of the moment”’. These other ingredients presumably 
include this new formula for squeezing-by-easing. But that, like the 
effectiveness of the formula itself, can now be decided only by the vigour 
and realism with which the authorities fund—without market-boosting. 
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French Expansion Trips 
Up on Trade 


By A SPECIAL CORRESPONDENT 


PARIS, mid-February 


HE oil shortage has since the New Year lost its place at the top 
of the bill of French economic problems. It has become plain 
that industry is adapting itself to it surprisingly well. In 
December, industrial output was a mere 3 per cent short of the 
record level reached last May—which was just double the 1938 level. It 
even looks as if industry can continue to expand in 1957, though more 
slowly than last year. So the economic impact of Suez, like that of almost 
every policy and accident of the past twelve months, seems to be emerging 
primarily as yet another burden on the budget and balance of payments. 
The deficit in overseas trade in particular, which reached the equivalent of 
$900 millions last year, has more than ever become France’s prime headache. 
At the end of 1955, after two years of steady expansion at home and of 
increasing trade abroad, the French foreign exchange reserves, swollen by 
dollar aid, totalled nearly $2,000 millions. ‘This reserve was almost as 
large as the central reserve of the sterling area, and larger than was strictly 
necessary for the franc zone. ‘The Government decided to use it to keep 
the economy growing; for the economy was then giving the first signs of 
inflation. ‘The preceding years had shown that a balanced expansion was 
possible so long as output grew fast enough. But now industry had 
apparently reached the limits of its capacity. The Government’s main 
concern was therefore to stimulate investment. It continued its cheap 
money policy, and counted on imports to provide the necessary comple- 
ment of raw materials and machinery for industry as it expanded. Any 
inflation was to be drowned as the tide of production covered demand. 
To finance expansion by a trade deficit is a policy more commonly asso- 
ciated with a young country than with the grandmother that France has so 
long seemed to be. But in the eyes of the new generation of officials and 
businessmen who have been coming to the top, France is indeed an under- 
developed country. French industry produced no more in 1950 than in 
1929 and came, even in 1954, near or at the bottom of any European 
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progress chart for this century. France in 1955 was tasting for the first 
time in twenty-five years what expansion could mean in terms of increased 
self-confidence and social progress. During 1956, at least, “‘ expansion ”’ 
became in France almost as solidly a dogma as in any country with a 
‘“ frontier ”’ 

If the aim was a rapid increase of output, the policy succeeded. Industrial 
production rose by 11 per cent in 1956. But the sequel has shown. the 
risks. As 1956 wore on, the inflationary pressures swelled rapidly—stem- 
ming from heavy additional State spending, especially (but by no means 
only) on Algeria; from the frantic bidding for scarce labour made scarcer 
by the Algerian call-up; and from the increased investment. 

Officials feared last July that inflation might carry off the price structure. 
More recently they have tended to congratulate themselves that the worst 
was over by September and that the cost of living rose no more than a 
modest 4 per cent in 1956. But the inflationary pressures were diverted, 
not eliminated. ‘They have converged almost entirely on the balance of 
payments, with the result that the deficit far exceeded expectations. ‘The 


WHERE THE TRADE GAP GREW* 
(Thousands of millions of francs; equivalent to £ millions if adjusted down by 2°.) 


Increase in 


1955 1956 Deficit, 1956 
Category Imports Exports Imports Exports over 1955 

(shown minus) 
Agriculture + oF + Me 119 170 185 133 103 
Raw materials and semi-manufactures 902 678 1,049 637 18S 
Manufactured production goods so 158 150 194 151 -- 35 
Manufactured consumer goods ¥ 79 179 86 178 - § 
Total... Bu .. 1,259 1,177 1,514 1,100 ~335 

* Imports shown cif, exports fob. Allowing for this difference, the 1955 trade accounts 


are balanced; the 1956 deficit should be diminished by a similar percentage. 


monthly deficits on visible trade rose throughout the summer to a peak 
of £51 millions in October; and the figures for November and December 
showed no improvement on the summer average. 

The year’s crises bear part of the blame for the setback. Algeria in 
particular has been expensive. The biggest item alone, the helicopters 
bought in America, have cost the dollar equivalent of nearly £40 millions 
(though these and all other military purchases did not enter into the com- 
mercial accounts). Last winter’s frosts resulted in a foreign exchange loss 
of £100 millions, in wheat, fruit and vegetables imported and in exports 
forgone. It was reasonable to hope that France’s traditional food surplus 
would come to the rescue this year. But, ironically, it now looks as. if the 
blockage. of the Suez Canal and of the Iraq pipeline will do almost as much 
damage to-the trade and payments accounts this year as the frosts did last. 

Yet a quick glance at the accompanying table shows that last year’s 
deficit was attributable far less to the temporary factors than to the general 
appetite of the economy. ‘The trade gap in 1956 grew by £335 millions. 
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Well over half of the deterioration, £188 millions, is accounted for by 
greater imports of raw materials and fuels, in equal proportions. The 
extra machinery purchased abroad, though substantial, has been a minor 
item in the trade deterioration, accounting for about 10 per cent. As for 
exports, manufactures, which cover only a third of French foreign sales, 
did not progress—-while the manufactured exports of France’s competitors 
did, substantially. All the evidence points to the conclusion that French 
production has recently expanded more than is warranted by France’s 
capacity to pay its way in the world. 

In one year, the external reserves of the Bank of France have been halved. 
And of the $1,000 millions left, 5800 millions is the ‘ untouchable ”’ gold 
reserve. Even assuming that this 1s reduced to the old level of $560 
millions, the foreign exchange would last a mere five months at the present 
rate of outflow. Counting the second line of defence (drawing-rights on 
the International Monetary Fund and the European Payments Union) 
there is enough to give a year’s respite. A dollar loan of $100 millions is now 
being arranged on the New York market. M. Ramadier, in sharp contrast to 
Mr Macmillan as Chancellor, has just ostentatiously paid up the yearly $150 
millions interest on the old American loans-—declaring that one’s credit is 
never so good as when one pays one’s debts. But even a dollar loan is not a 
panacea. The time to operate without having to do so is relatively short. 


Preferring Hidden Devaluation 


An acute balance of payments crisis would be unusually difficult to 
counter in present circumstances. France would gain. neither from a 
devaluation nor from backsliding on the liberalization of trade, after the 
manner of M. Edgar Faure’s emergency operation of the spring of 1952. 
There is to-day too little elasticity in the French economy to make devalua- 
tion a paying proposition; it would be least paying in terms of exports. 
For if France has recently adopted an under-developed country’s methods 
of expansion, it has, since 1953, elaborated a well-nigh Latin. American 
system of multiple exchange rates. ‘To offset the overvaluation of the franc, 
any imports freed from quota restrictions under the OEEC rules can be 
subjected to a ‘‘ compensation tax”’ of up to 15 per cent; while French 
exports continue to be subsidized. ‘This system is not only a form of 
partial devaluation; being more selective—or discriminatory—it is far more 
effective. Indeed, it has been recognized in the negotiations on the 
common market, in which France is to be allowed to retain this labyrinth 
of protective devices as long as its payments balance is in difficulties. 
France would at the moment lose more than it would gain by devaluing. 

As for the reimposition of strict import controls, the lesson of the 1952 
crisis was that the cost of this in slowed-up production was more than it 
was worth. In any case, the problem to-day is to pay for raw materials, 
not to exclude foreign manufactures. And restrictions would leave French 
trade open to reprisals. ‘The Government apparently has no intention of 
going back upon its liberalization of trade in the OEEC, rated at 83 per 
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cent. It will, however, press firms and the state industries to ** buy French ”’. 
This is of secondary importance to the extent that imports of manufactures 
are relatively small. It is none the less a quiet resort to protection. 

The only alternative to devaluation or quotas is an export drive backed 
by disinflation at home to make it effective. ‘The Government is edging its 
way in that direction. To encourage exports it is developing a “ pros- 
pector’s insurance ’’ scheme—under which the State pays for the spilt milk 
if a firm makes losses trying to win an export market. ‘The Government 
is pressing companies without the means to open up new markets alone to 
set up export combines. It also hopes to distribute export subsidies more 
effectively, to make them more of a reward for effort and less of an indis- 
criminate handout. M. Ramadier himself admits that the results of these 
expedients will be slow—especially when hampered by inflation at home. 
It is no accident that exports rose in 1954 and 1955 when prices were steady 
and the domestic economy was in balance, and marked time in 1956 when 
inflation re-emerged. 

The first of the inflationary influences in 1956 was wage pressure. By 
curbing production, if only slightly, the oil shortage has cut the top off the 
demand for labour. Correspondingly, the freezing of prices by official 
decree since last July has squeezed profit margins. Yet money is still very 
plentiful. Every public loan is handsomely subscribed. ‘The January sales 
broke all records. And it is becoming increasingly difficult to keep prices 
at levels eight months old. ‘The index of the cost of living in Paris, to which 
the sliding scale for wages throughout the country is tied, is creeping 
ominously upwards. In January it reached 148.5 points (1949 —100); if 
it breaks the ceiling of 149.1 the national minimum wage will have to be 
raised by 5 per cent. True, the Government has for a year now shown a 
rare talent for staving off the evil day: it has lowered everything from milk 
prices to cinema seats and taxes on dustbin-collecting in Paris to hold the 
index down. Had it not done so the index would already be at 151.7. 
Undignified though the juggling is, it has prevented an all-round wage 
increase, which the economy could ill afford. But how long can the 
act last ° 


Taking a Risk on Investment 


The second source of inflation has been the budget. In 1955 the budget 
deficit was {426 millions; in 1956, despite nearly £150 millions of new 
taxation, it rose to £660 millions. In 1957 it threatens, despite the cuts 
of over £300 millions in the budget estimates last autumn, to rise by an 
equal amount. ‘lhe main culprit last year was Algeria; this year it is Suez 
(counting not only the cost of the expedition but also the losses in petrol 
taxes and the like). The cost of the two political crises of M. Mollet’s 
tenure of office undoubtedly dominate the French economic scene. But 
nearly all the items—from the much damned subsidies to education, which 
everyone accepts as an urgent priority—are steadily increasing. ‘The 
Government proposes to make more cuts soon and possibly raise more 
taxes; unfortunately, Algeria precludes major economies on defence. ‘The 
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Government has already made more cuts than anyone expected. It will be a 
triumph if it repeats the performance, even on a smaller scale; new expendi- 
tures threaten to be added nearly every day. Most observers are sceptical. 

Expenditures on investments were the third cause of inflation last year. 
They will probably merely mark time in 1957. Yet they are the nub of 
present arguments over policy. The Government’s critics believe that 
credit will have to be restricted. That is precisely what the Socialist 
Government wishes to avoid. It is haunted by the memory of M. Pinay’s 
deflation of 1952, which held up output for two gloomy years while other 
countries, especially Germany, went ahead. It believes France must invest 
to prepare for European free trade and the common market. So M. Rama- 
dier is setting himself limited trade objectives: to close part of the gap in 
1957, and rather more in 1958, by patient action on exports, and on the 
budget, but to curb investment as little as possible. 

This is not an impossible policy so long as the budget deficit really is cut 
and wages are kept from breaking away. But its lack of breadth and clear 
decisiveness is a big drawback. It risks, if it fails, postponing decisions until 
still more drastic action is required. And one sometimes has the feeling, in 
talking to high officials, that they think a foreign trade crisis can always be 
settled somehow, but that an expanding economy does not come one’s way 
every day. It is a novel form of pessimism. 


Penalty of Industrial Progress 

France has always prided itself on a “ balanced ’’ economy and on its 
relative lack of reliance on foreign trade. But the “ balance ”’ was largely 
due to the limits of French industry. Now that in the last three years 
industry has made great strides, the economy is no longer so “ balanced ”’, 
and 1956 has marked a turning-point. ‘The official Economic Survey has 
itself drawn the moral: ‘‘ Henceforth France’s essential problem will be 
what it is already for Britain: to pay for the imports of fuel and raw materials 
required by expansion ”’. 

There are special reasons, moreover, why the export drive will need to 
be intensified in coming years. Between now and 1962 the French popu- 
lation is expected to grow by 2 millions, but the labour force by only 
200,000. During the same period, before the big European programmes of 
atomic power now being hatched begin to yield results, the greater part 
of any increased demand for fuel and power will have to be satisfied by 
purchases from abroad. ‘The five years from 1958 to 1962 will thus be 
critical ones. Unfortunately, it is not only the amount, but the structure 
of French exports that ill fits the country to its task. 

Over half of France’s exports comprise raw materials and semi-finished 
products. Of the rest, the exports of food are mostly of basic commodities, 
such as wheat (sold at 40 per cent below cost price). Even a large proportion 
of manufactures is of the most elementary type, such as textiles. On the 
other hand, French engineering exports, on which future trade expansion 
depends more than on any other category, are less than a fifth of the British 
and a third of the German level. A shift of emphasis is necessary also in 
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food exports; more and more will have to be of the more highly “ processed ”’ 
goods—-vegetables, fruit, meat and dairy produce. 
A growing awareness of this challenge lies behind the new French willing- 


ness to think in terms of free trade areas and common markets. As the 


Under-Secretary for Foreign Affairs, M. Maurice Faure, recently remarked: 
‘‘ France cannot escape the movement which is carrying the Western world 
towards a greater and greater freedom of trade. With or without a common 
market France must bridge the gap between her prices and world prices ” 
There, as the Conservatives never tire of pointing out, lies the inconsistency 
of the Government’s policy: its long-term aim is a common market; its 
immediate practice is to maintain high investment and an inflationary 
condition. The only obvious way out of the dilemma seems to be peace in 
Algeria: but the French are not ready for that at the moment. 

France, still less than Britain, has managed to solve the problem that 
Germany has so far triumphantly overcome: the secret of a balanced economic 
expansion. For many years there was no expansion at all; in 1956 there 
was no balance; now there is the danger of coming to a full-stop, as in 1952, 
from being in too great a hurry to advance without making sure of the front 
at all points. ‘The last years have brought real progress. ‘The Govern- 
ment’s measurement of economic change and its forecasting have im- 
mensely improved. Business and banking have begun to adopt a more 
expansionist outlook. There are signs of a returning, though timid, faith 
in the currency. 

The essence of the present problem is to draw the consequences of a 
greater dependence on foreign trade. Whatever happens, 1957 cannot be 
a good year for the balance of payments. ‘The question is rather whether 
the choices of economic policy will square with freer trade in the long run. 
If they do the adaptation is bound to be slow. In a sense, that is what the 
long, twelve to seventeen year transition period to the common market is 
there for. But if France rears back to protection the consequences will be 
political and psychological as well as economic, throwing a cold douche on 
the brave new spirit now aflame in Western Europe. It is hard to see the 
common market holding together if France chooses to lurk permanently 
behind escape clauses. 
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As I See lt... 
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Another Macmillan Enquiry ? 


+“ 
HE business world has found it difhcult hitherto to interpret 


the meaning of a change of Bank rate in any particular instance. 

They may be uncertain whether it merely represents an effort 

to correct a temporary maladjustment in the international short- 
loan position or whether it is the beginning of a contraction which will 
produce a curtailment of enterprise and business losses, until the necessary 
adjustments have been effected. . . . The only remedy for this is to be 
found in a diffusion of knowledge as to the relevant facts and a readiness 
on the part of the Bank of England to inform the money market and the 
joint-stock banks whenever it can as to its views of the situation ”’. 
Macmillan Committee Report (para 218). 

A recent issue of the Midland Bank Review, arguing the case for setting 
up a new enquiry into our financial system, expressed the view that the 
report of the Macmillan Committee of 1931 was about as remote from 
present-day conditions as the Bullion Report of 1810. The passage from 
the Macmillan Report that forms my text this month shows, however, that 
there are still parts of it which are not as dead as the dodo. ‘This one 
might have been written, if not yesterday, at any rate in February of last 
year. And certainly the difficulty which the business world found a quarter 
of a century ago in interpreting the meaning of a change in the Bank rate 
‘in any particular instance’ applied in the instance presented to it last 
month—-even though the Governor of the Bank on this occasion took the 
advice of the Macmillan Committee and sought to diffuse some knowledge 
of the Bank’s views of the situation. 

In his address to the Coventry Chamber of Commerce, Mr Cameron 
Cobbold indicated that the Bank rate had been brought down from 54 to 
5 per cent because the former was a “crisis rate’’ which could not be 
maintained indefinitely. The reduction had been made because the market 
rate of discount had fallen and it was desirable to adjust the Bank rate ‘‘ to 
take account of the new structure’, as was now the practice of the Bank 
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of Canada. But the Governor referred to this parallel only in order to 
repudiate it, for he emphasized that the Bank of England wished to retain 
the power to lead the market and would not be content with merely following. 
Finally, he indicated that only a “ minor ”’ reduction of the official rate was 
justified by present economic circumstances. On that showing it would 
seem that the Bank is not at present prepared to follow the market down 
any further and one wonders whether in that case it was worth following 
it down at all. 

A rather more drastic exercise of open-market policy could presumably 
have prevented the market rate from slipping away as far as it did, in which 
case the “ adjustment ”’ would not have been necessary. What precisely 
are the implications of the epithet “ crisis rate’ as applied to the Bank rate ? 
In using the adjective, had the Governor in mind some nineteenth century 
plane of reference even more remote from the realities of the present than 
the Macmillan Report ? 

However, in raising this matter I have it in mind not so much to enter 
into controversy on the case for the recent reduction of the Bank rate as 
to join in the discussion of the case for appointing a new Macmillan Com- 
mittee. As far as the Bank rate is concerned, I am not much impressed 
by the case for a reduction as thus presented. I don’t suppose that the 
fall to 5 per cent will do much harm, but I should certainly view any further 
reduction with grave misgiving, so long as our economic activity remains 
roughly what it is and suffers no obvious deterioration. 

This particular matter apart, the Midland Bank writer is, of course, 
perfectly right about the Macmillan Report. It is incredibly “‘ dated ”’. 
The greater part of it was concerned with the machinery for maintaining 
the gold standard—which collapsed almost before the ink in which the 
report was printed was dry. ‘The passages about the “ gaps ”’ in our credit 
structure are almost equally obsolete. ‘There was, incidentally, not one 
Macmillan ‘“‘ gap”’ as now often supposed; there were two, if not more. 
There was first the inadequacy of facilities for giving “* intermediate credit ”’, 
i.e. credit for from one or two up to five years. And, secondly, there was 
the inadequacy of facilities for providing smaller or medium-sized busi- 
nesses with long-dated capital “‘ in amounts ranging from small sums up 
to, say, £200,000”’. These gaps, if they ever really existed, have long 
since been filled, by the evolution of the merchant banking system and the 
creation of new specialist credit institutions. 

In 1930 and 1931, when the Macmillan Committee was sitting, the 
country and most of the world was in a state of deflation, falling commodity 
prices, unemployment, over-saving and under-investment. The committee, 
naturally, addressed itself to that state of affairs. Now the situation is 
almost precisely the opposite. We have inflation, rising prices, full employ- 
ment and investment limited only by the available supply of savings, 

voluntary and forced. Only at one important point is there close resem- 
blance between the situation now and the situation*then. Now, as then, 
we have persistent difficulty in maintaining our balance of payments with 
the overseas world in equilibrium. 
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But it is that one circumstance more than any other which has brought 
me round to the view that a new ofhcial enquiry into that and the allied 
financial problems may be desirable. A year ago I was against the setting 
up of such an enquiry. I was afraid that the appointment of a committee 
would be seized upon as an excuse for deferring the more drastic measures 
of credit restriction which then were urgent. But now the situation has 
changed. ‘The credit squeeze has had a measure of success. We can 
hope, once the Suez emergency has been overcome, for a crisis-free period 
in which the questions at issue could be reviewed and discussed in a calm 
and unheated atmosphere. I have been struck by what seems to be a 
notable veering of City opinion towards this view. Besides Lord Pakenham, 
who came out a year ago in favour of a new monetary enquiry, Sir Eric 
Gore Brown has recently declared himself for it and, within my own know- 
ledge, there are several other bankers of a high standing who support 
the idea. 


Case for Technical Investigation 


So tar as I am concerned there are two broad sets of questions which 
particularly strike me as meriting investigation. ‘There are first the tech- 
nical problems of monetary control. There is the problem of banking 
liquidity, tying up with the size of the Floating Debt and the conditions in 
which it could be funded. There is the present funding ‘‘ mechanism ”’, 
if one may dignify with that name the farcical procedure by which the 
‘‘ authorities ’’ make a public “‘issue’”’ of stock knowing that the public 
will not subscribe it and then go through the motions of allotting it to 
themselves and their various funds, even to the point of making it appear 
that they have “* oversubscribed ”’ the issue. 

There is the problem of the “ structure’ of short-term rates of interest 
and discount. ‘There is the relation of the Bank rate to the market rate of 
discount on the one hand and to the rates charged by the banks for accom- 
modation to their customers on the other. It might seem, for example, 
at the present time desirable that while the market rate for ‘Treasury bills 
could be allowed to fall, the rates charged by the banks for loans and over- 
drafts ought to be maintained. ‘That at least would be the logic of a situation 
in which, as appears, the demand on the banks by credit-worthy customers 
tor credit at current rates is greater than the banks can satisfy within the 
terms of the credit squeeze ‘‘ request ’’ of July, 1955. But is it logic which 
would stand the test of the market? If the gap between discount rates 
and loan rates were widened would industry return to large-scale use of the 
bill of exchange—to which indeed the old Macmillan Committee urged it, 
so tar with conspicuous lack of success? Is there not a case, again, for 
thinking anew on the banks’ policy in respect of time deposits ? At present 
they accept only one type of deposit account, that callable by the customer 
at seven days’ notice. Would it not be of advantage to them and to the 
community if they accepted also longer deposits? ‘They are showing 
some disposition to grant loans for longer periods than the traditional (if 
rather nominal) three or six months. The acceptance of longer deposits 
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at rates which might, according to circumstances, be either higher or lower 
than, or the same as, the rate on the seven-day deposits, would fit in 
with and justify the entry of the banks into the “ intermediate credit ”’ 
business. 

All this is by way of sketching out the sort of ground which might fruit- 
fully be covered by a new Macmillan Committee. But it seems to me 
that it would have to be a committee of very different constitution from 
that appointed in 1929. ‘The terms of reference for the new enquiry would 
have to be more narrowly drawn than those laid down for the Macmillan 
Committee and the membership of the new body would correspondingly 
need to include more of the “‘ expert’’ and technician, and less of the 
general-experience-of-affairs, element. On the Macmillan Committee, 
besides bankers and economists there were industrialists and trade unionists. 
[ do not see how representatives of either side of industry could, as such, 
have much to contribute to a new enquiry on these rather restricted lines 
into ‘* banking, finance and credit’’. I think that the new committee, if it 
were to achieve anything really useful, would have to be composed—under 
the chairmanship of the inevitable distinguished lawyer—-almost entirely of 
bankers and economists. Even so, I certainly would not feel over-confident 
of its success. Knowing what tremendous differences of opinion there are 
on some of the cardinal issues that would arise—-let us say, tor example, 
the part played by the interest rate in controlling the demand for credit or 
in regulating the supply of savings—it would need more of a starry-eyed 
optimist than I am to look for the solution of all the doubts and perplexities 
about the working of the monetary system which now vex us. Nevertheless, 
nothing venture, nothing win. We ought not to be content with just 
tinkering with the system that has come down to us through the decades 
and through two world wars. ‘The time has come, or will shortly arrive, 
for a thorough and painstaking review of it in order to ascertain whether 
major changes ought to be made. Even if the enquiry should reveal irre- 
concilable major differences among the experts, something would be gained 
by having them clearly defined. 


Spotlight on Ploughing-back 

I said earlier on that there were two distinct sets of financial questions 
which would bear enquiring into. I have dealt so far with only one 
monetary control. ‘The other one relates to the raising of long-term capital 
and, particularly, the claim of certain industries that, because the resources 
of the capital market are not large enough to provide them with the capital 
they need for expansion, they must be allowed to establish their selling 
prices at levels high enough to provide them with that capital. 

A far-ranging enquiry like the Macmillan Committee would, no doubt, if 
it were set up to-day, have expressed itself on this subject as well as on 
monetary control. If there is to be a new enquiry it would be a mistake 
to overburden it with what is essentially a separate set of problems. 

‘That does not mean that we ought to ignore this second set of problems 

go on ignoring it, | should say, for so far it has received only rather 
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cursory attention. Here and now I can only briefly pose the main issue. 
Is it in the interest of Britain, as a democratic country and a country whose 
continued prosperity depends upon the freedom and adaptability of her 
industry and commerce, that industries should be encouraged to by-pass the 
capital issue market and seek to amass their new capital by a process of 
levy on their customers? Leaders of the oil and steel industries have 
recently made the specific claim that they should. They have said that 
they cannot otherwise get sufficient capital for necessary expansion. ‘This, 
however, is really arguing in a circle, for obviously the more that industries 
arrogate to themselves the right to finance themselves out of profits the 
smaller will be the flow of savings into the capital market and the less able, 
therefore, will the market be to satisfy the demands made upon it. 


Why Pay for Posterity ? 

It is sometimes said that to object to their practice of ploughing back 1s 
just to raise a bogy, and that so far from ploughing back being an undesirable 
innovation it is the traditional method by which industry raised capital in 
the nineteenth century. It is, of course, true that the owners of many 
small and medium-sized businesses did, whenever possible, use their profits 
to finance extensions. But for the most part the profits so applied were 
normal profits which the owners chose to save and invest in their own 
businesses. ‘They did not claim the right to raise their selling prices for 
the express purpose of providing themselves with profits for ploughing 
back. Under competitive conditions they could not have done so. 

But now this postulated need for self-finance is being used as a device 
for making monopoly appear respectable. ‘The international oil industry is 
a past master at that. It can at least reasonably plead that the price at which 
it sells its oil must bear the heavy costs of exploration and exploitation. 
The British steel industry has no such excuse. Yet it is demanding that 
its prices should be set high enough to enable it to provide not merely for 
full depreciation of plant but for capital extensions. 

‘The Iron and Steel Board should certainly not accede to that demand. 
lt is unfortunate that the threat of renationalization of the industry, if a 
Labour Government returns to power, should be a handicap on the raising 
of fresh capital through the normal market channels. But that does not 
justify any such economic nonsense as loading the cost of new steelworks 
on to the consumer of steel. 

My feeling about this matter of the economic distribution of the nation’s 
capital is that it is being treated far too lightly and that the dangers of 
wasteful distortion are greater than is generally appreciated. If they were 
understood the Government would not go on loading the dice in favour of 
self-finance by continual additions, in the face of the advice of its own 
Royal Commission, to the distributed profits tax. As I argued in the last 
issue of The Banker, the elimination of the discrimination in favour of 
profits retained and against profits paid out is one of the most urgent objects 
of fiscal reform. Our national savings are not so ample that we can afford 
to see them mis-invested. 
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On March 6, amongst a distinguished 
international company, the Gold Coast 
celebrates its transformation into Ghana, 
the first independent African state 
within the British Commonwealth. This 
momentous change of status is due to be 
followed by the grant of full inde- 
pendence to Malaya this August, and 
in the next two vears or so to Singapore, 
the West Indies and Nigeria—all, like 


Ghana and the Sterling 
Area 





Ghana, substantial dollar earners and 
substantial sterling creditors. 

In the article below Mr A. Rudd 
considers the implications of Ghana for 
the sterling area; in a further article, 
Professor 7. W. Williams, of the Univer- 
sity College of the Gold Coast, throws an 
interesting light on the new banking 
prospect by assessing the experience of 
state commercial banking.—£DITOR. 





By ANTHONY RUDD 


HE grant of full independence to the Gold Coast this month is 
as important financially as it is politically. Since the war the 
Gold Coast has contributed heavily to the sterling area’s central 
| dollar pool; and it has saved a large part of its current earnings, 
thus releasing resources that have helped to make good the effects of over- 
spending elsewhere in the sterling area. These reliefs can no longer be 
taken for granted. ‘The Gold Coast has already embarked on an ambitious 
programme of economic development. To finance it, Ghana must be 
expected to draw on its large sterling balances held in London, most of 
them lent to the British Government; further, the country may seek external 
loans, some from outside the sterling area. There are also likely to be 
changes in commercial policy and hence in the direction of external trade, 
which seem likely to reduce the country’s future contributions to the 
dollar pool. 

The pattern of the Gold Coast’s trade in 1955 is summarized in ‘Table I. 
About 40 per cent of the country’s exports (two-thirds of which are cocoa) 
came to the United Kingdom; Western Europe, with its overseas depen- 
dencies, took about 30 per cent, and the United States about 18 per cent. 
Britain’s share in the Gold Coast’s imports was larger still: in 1955 it was 
47 per cent—and this was smaller than in the years immediately after the 
war, when Britain was supplying well over half the Gold Coast’s imports. 
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The country’s imports from the dollar area remain small—in 1955 they 
were only £5.1 millions (5.8 per cent of the total), against exports of 
£17.8 millions (18.5 per cent). 

The decline in Britain’s share of the market reflects mainly the rise in 
imports from Japan and Western Europe, especially Western Germany. 
More than half the Gold Coast’s imports consist of consumer goods, mostly 
textiles, and Gold Coast consumers are discriminating. After the war 
competition was limited by strict import licensing in favour of sterling area 
goods. In the last few years there has been a progressive relaxation of 
restrictions on imports from Europe and other areas-—though not from the 
dollar area—and importers in the Gold Coast have been particularly quick 
to take advantage of the increase in the permitted level of imports from Japan. 


Competing for the Dollars 


Ghana clearly intends to carry the policy of liberalization further. The 
Government, to quote the Economic Survey for 1955, “is particularly 
concerned to see a broadening in the sources of imports as a means of 
stimulating internal price competition’. Although this policy will be kept 
‘‘ within the limits set by the sterling area’s balance of payments position ”, 
British exporters would probably be wise to interpret this as widely as 
possible. ‘The level of imports from outside the sterling area has hitherto 
been decided by agreement between the Gold Coast Government and the 
appropriate departments in Whitehall. All responsibility will henceforth 
lie with the Government in Accra. In future, the country’s balance of 
payments with the United States and Japan is likely to depend more closely 
than under the colonial administration upon the ability of British exporters 
to supply goods that West African consumers want and at a price they can 
afford. Britain will have to make a conscious effort to earn the Gold Coast's 
dollars; the sterling area mechanism will no longer get them automatically. 

Nor is it likely to secure continued relief from a further increase of 
Ghana’s sterling balances. These now amount to a little over {£200 
millions (representing just under one-sixth of total colonial balances). 
They have been built up primarily as a result of the cocoa boom of recent 
years. At the same time, the country has been able to finance the whole 
of its development plan out of its own resources. But development has 
now reached a stage where it may become necessary to use some of the 
assets lying idle in London. , 

In the first phase of the ten-year development plan, the main effort has 
been devoted to building up the essential paraphernalia of the modern 
state. Over {20 millions has been spent on the expansion of Government 
services; five years ago the country was administered by a small secretariat, 
whereas it is now well on the way to having a modern civil service. Another 
{20 millions has been spent on social services, particularly hospitals and 
schools. The heaviest item of all, however, has been expenditure on roads, 
railways and harbours. When the plan was drawn up, the aim was to lay 
the foundations of industrialization, the ultimate object being to free the 
country from its dependence upon cocoa. Execution of the plan has kept 
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up to schedule, and about half of the total sum of £121 millions had been 
spent at the end of 1955. 

In the next five-year phase, however, the Government may favour some 
slackening of the pace. The annual charge of running the new services 
has outstripped the growth in revenue; current expenditure in 1956 was 
estimated at {41.7 millions, against a current revenue (excluding cocoa 
duty) of £30.9 millions. In these circumstances the Government feels 
that it must limit future expenditure to projects that bring in revenue. This 
is not going to be easy. ‘There are few industrial raw materials in the Gold 
Coast other than bauxite, and few people available who can run industries. 
The Report on Industrialization in the Gold Coast, drawn up at the 
Government’s request by Professor Arthur Lewis in 1953, revealed how 
small was the list of industries that the country could hope to support. 

The Government has taken a number of steps to ease difficulties of 
financing. An Industrial Development Corporation, with borrowing powers 
of up to £4 millions, gives help mainly by assisting the expansion of estab- 


TABLE I 
GOLD COAST: PATTERN OF TRADE IN 1955 
Exports to Imports from 
{mn per cent {mn per cent 
United Kingdom _.. a * 39.1 40.6 41.6 47.3 
Rest of sterling area a i 5.4 5.6 oF 6.5 
OQEEC countries* ... d a 29 6 30.8 21.9 24.9 
United States - ae ps 17.4 18.1 3.3 3.8 
Canada 7” - + a 0.4 0.4 0.8 0.9 
Other American Account countries - 1.0 Fe. 
Other countries 4 tg - 4.3 4.5 fs.t 13.8 
Parcel post .. - ,; vs - 1.5 Pt 
Total os om 96.2 100.0 87.9 
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* Including overseas territories, excluding Eire. 
Source: Gold Coast Economic Survey, 1955. 
lished concerns; and in 1953 the Bank of the Gold Coast was set up to help 
to provide African enterprise with capital. ‘The main difficulty here is that 
few of those who want to borrow have suitable security. ‘To help overcome 
this, as the subsequent article explains in detail, a Gold Coast Guarantee 
Corporation was set up to provide security in a form the Bank could take; 
the Corporation guarantees loans granted to its members, and if one member 
defaults the burden falls on fellow-shareholders. 

All the time in the background, though not included in the development 
plan itself, there is the enormous Volta river scheme. The cost of this 
project to generate hydro-electric power for use in processing the local 
bauxite deposits is estimated at the staggering total of £300 millions. The 
Preparatory Commission’s Report to the Government, published last July, 
stated that the project was technically sound; but it is doubtful whether 
the Government will feel able to take it on immediately. In due course, 
if the pace of industrialization were considered too slow, it might feel com- 
pelled to undertake it. But in the early stages the project might create 
more problems than it would solve; it would not provide very much 
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employment, and it would not yield a return to the prospective private 
participants for many years. 

Whatever the size of the development plan adopted by the Government, 
its financing will be difficult while cocoa remains at its present price of 
around £180 a ton. Since the war the Gold Coast authorities have set 
aside around £200 millions from the difference between the price paid to 
local producers and the world price of cocoa. In the peak year of 1953-54, 
when the world price touched £500 a ton, the Cocoa Marketing Board paid 
producers £152 a ton—including all expenses—-and made a profit of £43 
a ton after paying £163 a ton in duties. In this latest season, in which the 
price has been around £200 a ton, the Board has probably made a loss, and 
the duties accruing to the Government have fallen off sharply. 


Future of ‘“‘ Colonial ’’ Aid 


Technically, there is nothing to stop the Ghana Government from bor. 
rowing in the London market, where it will continue to enjoy trustee status. 
The last Gold Coast loan to be raised in London was the 4} per cent 
1960-70 Stock issued in 1931. But it is doubtful whether the Government 
would relish the rates ruling at present. In the past the Gold Coast has 
had assistance from the United Kingdom under the Colonial Development 
and Welfare Acts (a little over £1} millions was received between April, 
1951, when the development programme began, and the end of 1955), but 
on ceasing to be a colony the country will no longer be entitled to further 
aid of this kind. Similarly the Colonial Development Corporation, which 
has been helping with road construction in the Gold Coast, will be prevented 
(under Clause 3 of the Ghana Independence Bill) from doing more than 
complete schemes already started. ‘The Government has resisted appeals 
made in both Houses of Parliament last month for a relaxation of this 
provision; but it did promise that “‘ a review would be made of the United 
Kingdom’s réle in the development of the new Commonwealth countries ”’ 
and that consultations were being held with other Commonwealth territories. 

The need for some special support has been recognized to be particu- 
larly great in the early stages of independence. Speaking in the House of 
Commons on December 11, Lord John Hope, then Under-Secretary of 
State for Commonwealth Relations, said that there might well be a period 
‘after the emergence of a new nation to independence during which it 
cannot have as ready an appeal for investment purposes as it will have 
when it has found its feet and proved itself’. It is clear from the very 
friendly references made in the debates that if any new funds are to be made 
available the Gold Coast will get a good share of them. 

The Gold Coast may try to borrow from the World Bank. A mission 
from the Bank toured the country last year. Unfortunately, its report is 
not being published; but it is believed to have recommended that the 
country be admitted to membership. Before recommending a loan, how- 
ever, the World Bank will probably want to be assured that existing resources 
are being used to the full; and as the sterling assets in London are a good 
deal larger than they need be to cover working requirements and provide 
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a liquid external reserve, some running down of these balances will probably 
have to come first. 

The balances that are immediately available for spending consist of the 
Government’s “‘ uncommitted ”’ funds; at the end of 1955 these amounted 
to £64.6 millions. The rest of the Government’s funds, which then 
amounted to {19.4 millions, are held against specific liabilities such as 
sinking funds, pension funds, and trusts of various kinds. But while moneys 
held on these accounts cannot be spent, it might be possible to repatriate 
them. For example, there is no reason why they might not be partially 
invested in Ghana stocks. Certainly, where the funds back obligations that 
will ultimately be payable in local currency (like the pensions of local 
officials or the sinking funds of locally-denominated loans) there is rather less 
reason why they should be kept in London. But the incentive to do so 
may still be compelling. For example, the funds of the Cocoa Marketing 
Board are held against the particular contingency of a fall in the price of 


TABLE II 
GOLD COAST: STERLING BALANCES 


(£ millions, nominal values) 


At December 31, 1952 At December 31, 1955 
Short- Short- 
Invest- term Total Invest- term Total 
ments Funds ments Funds 
Government = 7~ 34.6 — 34.6 80.7 3.4 84.1 
Cocoa Marketing Board .. 41.4 18.6 60.0 36.8 26.2 63 .0* 
Other official institutions. . 5.7 0.7 6.5 9.8 2.4 12.2 
Net overseas assets of banks : 6.6 6.6 2.4 11.3 13.8 
Currency reserves (est.) .. 40.2 = 40.2 41.7 ~ 41.7 
Total ‘a si 121.9 26.0 147.8 171.4 43.4 214.8 


* Funds of the Board reached a peak of over £80 millions in 1954. 
Source: Gold Coast Economic Survey, 1955. 


cocoa and a fair proportion has obviously to be kept liquid—for which 
opportunities in Ghana are strictly limited. The Marketing Board has 
already made sizeable local investments and the repatriation of its sterling 
assets is unlikely to be regarded as desirable. The balances of other official 
institutions are also likely to be left in sterling. 

The overseas assets of the commercial banks are in a different category. 
The commercial banks have been operating under the conditions prevalent 
in most British colonies, maintaining the great bulk of their liquid assets 
in London.* This is attributable essentially to the lack of opportunities 
for employing short-term assets locally; the recent rise in these balances 
reflects both an increase in the volume of business and the attraction of the 
high rates payable for short-term funds in London. A Bill now before 
the Gold Coast Assembly provides for the setting up of a central bank; in 
effect, the existing Bank of the Gold Coast is to be split into a trading bank, 
to be called the ‘‘ Ghana Commercia! Bank ’’, and an orthodox central! bank 
to be called the “‘ Bank of Ghana” (further details are given in the next 


* A full account of the monetary system in West Africa was published in The Ranker 
for August, 1948, as the second of a series of eight consecutive articles by an eminent 
authority on Monetary Systems of the Colonies. The series was later revised and reprinted 
in book form, and is still available from the publishers at 3s 6d.—k£pDITOR. 
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article). ‘The establishment of a central bank should ultimately make 
possible the development of a local market in short-term securities, which 
in turn would enable the commercial banks to keep a higher proportion of 
their working balances in the country. ‘The legislation setting up the Bank 
of Ghana gives it power to prescribe minimum proportions of sight and 
time liabilities that the commercial banks must hold in liquid form. 

The proposed central bank is also due to become the bank of issue. New 
bank-notes were ordered in the United Kingdom some time ago and they 
are expected to appear in May or June next year, replacing the notes of the 
West African Currency Board. When the country opts out of the Currency 
Board, its existing sterling assets backing the circulation ({41.7 millions at 
end-1955) will automatically become the backing for the new issue. If the 
backing continues to be 100 per cent in sterling there will have been no 
change in principle from the Currency Board regime. Eventually, the way 
to a managed currency is likely to be opened by replacing sterling assets 
with local government obligations; but the Finance Minister, Mr Gbedemah, 
has stated that no fiduciary issue is contemplated at present. 


State Banking in the 
Gold Coast 


By J. W. WILLIAMS 


ACHIMOTA, early February 


OR nearly four years the Government of the Gold Coast has been 

engaged in commercial banking. Its experience has been a happy 

one; this achievement, unfortunately rare in African banking, itself 

makes the bank worthy of special study. Now, in independent 
Ghana, the Bank of the Gold Coast is to be changed in name to the Ghana 
Commercial Bank, and flanked by a new and separate central bank, the 
Bank of Ghana. This marks a big and ambitious step in the evolution of 
an independent financial mechanism; and the success of the Bank of the 
Gold Coast can be regarded as a good augury for the new venture. 

The rather confused ideas on banking that were common in the Gold 
Coast a few years ago are reflected in the terms of reference drawn up for 
Sir Cecil Trevor in 1951: they were to “ examine the whole field of banking 
in the Gold Coast and, in particular, to examine the question of setting up 
a national bank on commercial lines to finance development projects and to 
act as a reserve bank”. The report rejected the proposal for establishing 
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a reserve bank, and pointed out that banks operating on commercial lines 
do not finance government development projects.* It was thought that the 
two commercial banks operating in the Gold Coast—Barclays DCO and 
the Bank of British West Africa—provided adequately in theory for the 
country’s requirements, but that in practice their loans to African traders 
were on a very conservative basis. This did not arise from racial dis- 
crimination, but from the considerable risk in financing small traders with 
little capital who were unable to offer conventional types of security. 
A point not made in the report is that when trading banks earn a large 
part of their revenue from exchange transactions—-as they do in the Gold 
Coast—they have not the same incentive to expand their lending as when 
most of their revenue is from loans. 


Limitations of * Orthodox ’’ Banking 


The report recommended the setting up of a National Bank with half the 
capital subscribed by the Government and half by the public. The bank 
was to undertake ordinary commercial business on strictly orthodox lines, 
to keep accounts for government departments and to handle issues of 
government loans. ‘This was hardly a brilliant solution. ‘The report had 
recognized the deficiencies of orthodox commercial banking, yet it would 
appear that the proposed bank would be able to do little more than take 
away business from the other banks, helped, perhaps, by a national sentiment 
in its favour amongst African traders. The bank was warned to exercise 
great care in its lending policy to avoid the extension of unproductive credit. 

The Bank of the Gold Coast was set up in May, 1953, with an authorized 
capital of £1 million. It has a paid-up capital of £700,000, all held in the 
name of the Gold Coast Government. Although there is provision in the 
Ordinance for the issue of shares to the public, none has been so offered 
and the Bank is in effect a state bank. All the directors are nominated by 
the Government, and the Permanent Secretary to the Ministry of Finance 
is a member of the board. But there is no other form of direct control 
by the Government, which has allowed the Bank to work out its own policy. 
The board of directors takes an active part in the administration of the 
Bank and meets weekly. 

The latest position of the Bank is shown by its balance sheet dated 
October 31, 1956. At this date the Bank had advances, loans and over- 
drafts outstanding amounting to £608,000. It was handling a considerable 
proportion of departmental accounts and had non-government current 
accounts amounting to £1,055,000. Practically all the advances were to 
African firms—-in most cases traders—and the Bank has no accounts of any 
consequence of overseas firms. ‘This has meant that it has had only a 
small share of the profitable exchange business. ‘The Bank has made a net 
profit in each of the last four years. A considerable part of its income, 
however, has come from interest on investments made possible by the sub- 
stantial government deposits. 





*** Report on Banking Conditions in the Gold Coast and on the Question of Setting 
up a National Bank ’’——-Government Printer, Accra, 1951. 
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The Bank’s contribution to financing African trade is a good deal greater 
than is apparent from the accounts. ‘This is due to two devices of special 
interest. ‘The first is known as the Government Mortgage Scheme. The 
Government deposits with the Bank special sums (now amounting to 
£825,000) which the Bank, as an agent, then lends to borrowers against the 
security of real property—in most cases private houses. Loans are given 
for business purposes only and are of medium term, usually for three years 
and repayable by instalments. ‘They are not available for long-term invest- 
ment purposes, such as the building of houses. The interest on the loans 
accrues to the Government, and the Bank is paid an annual fee for handling 
the business. ‘The scheme thus avoids the unorthodoxy of a bank lending 
directly against mortgages, which are the only security that many borrowers 
have to offer; and the provision for regular repayment tends to ensure that 
the loans are used for genuine business purposes. At end-October, 1956, 
outstanding loans under this scheme reached £663,130; as they are not 
made by the Bank from its own funds they do not appear in the balance 
sheet. 

The availability of house property for mortgage is perhaps surprisingly 
large; one explanation is that custom requires evidence in some visible 
form of prosperity and a house provides this. ‘Thus large houses are often 
built in remote villages where there is little prospect of letting them profit- 
ably and where the owner certainly does not propose to live, at any rate 
until he retires. Most African firms are one-man concerns or small 
partnerships very dependent on the personality of their owners and having 
little goodwill. A house provides a reserve to fall back on if business 
proves unprofitable, either permanently or temporarily, and the only asset 
that a man can pass on to his family. Furthermore, houses are a good 
source of income in the rapidly growing towns of the Gold Coast. 

The second special financing device is the Guarantee Corporation, which 
has been operating since about September, 1954. The total capital of the 
Corporation is divided into an equal number of ordinary shares, which are 
sold to traders, and preference shares, which are taken up by the Govern- 
ment. ‘The ordinary shares have however been called up to only half 
their nominal value, whereas the preference shares have been paid in full. 
The effect of this is that the State has put in two-thirds of the effective 
capital and the private shareholders one-third. The entire paid-up capital 
amounting to £375,000 at end-October—is lodged with the Bank as a 
continuing security for the liabilities of the Corporation to the Bank in 
whatever form arising. ‘The Corporation is empowered to aid lending in 
three main ways: (a) giving guarantees to the Bank in respect of short-term 
loans granted to its members; (6) giving counter-guarantees to the Bank in 
respect of guarantees given by the Bank to third parties on behalf of the 
Corporation’s shareholders; and (c) endorsing and discounting promissory 
notes made by shareholders in favour of the Corporation. ‘The benefits 
that may be made available at any one time to a shareholder must be calcu- 
lated in relation to the number of shares held. In practice loans are 
guaranteed up to three times the value of the shareholding. The whole 
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capital of the Corporation has thus been made available for loans, and most 
shareholders have taken up their full entitlement. 

The management of the affairs of the Corporation is undertaken by the 
Bank for a fee; but the authorizing of loan guarantees is carried out by a 
series of area committees elected by the Corporation’s shareholders. These 
committees in effect guarantee loans independently of one another, as losses 
have to be met by the group in the area in which the loss occurs. The 
ultimate responsibility for the guarantees, of course, remains with the 
Corporation. 

The total contribution of the State to the finance of African trade, leaving 
out of account the substantial government deposits in the Bank, not all of 
which are available for lending, amounts to just over £2 millions. This is 
made up as follows: 





Bank’s paid-up capital . a - 700,000 
Bank’s reserve and accumulated profit . ‘5 om 251,000 
Mortgage loan scheme .. 7 a és 825,000 
Shares in Guarantee Corporation ie cd is 250,000 

£2, 026,000 





The actual amount of advances (assuming the Corporation funds 
to be fully committed) is £1,271,000, the rest being accounted for 
by the Bank’s cash, security holdings ‘and other assets. 


To what extent this represents a net addition to the volume of credit avail- 
able to African business is difficult to say. ‘The existing banks did and still 
do lend to African firms and accept mortgage security as collateral. The 
Bank of the Gold Coast has adopted a more generous lending policy to 
smaller firms, both in the amount lent on a given security and in the rate 
of interest charged. It is probable that professional moneylenders who 
charge much higher rates have lost a good deal of business from the many 
small firms that were dependent on them for capital. There is little doubt 
that there has been an expansion of African trade in recent years and this 
has probably been helped considerably by the Bank and its allied institutions. 

Most of the applicants for loans have been traders—both importers and 
those buying from local wholesale firms. Loans have also however been 
made to building contractors, timber merchants, cocoa buyers and small 
industrialists such as manutacturers of soft drinks. No loans have been 
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made to farmers as such; they could probably put up suitable mortgage 
security, but farming in the Gold Coast is not suitable business for a bank, 
even a mortgage bank. Money borrowed by cocoa farmers is not usually 
wanted for productive purposes, and as the movement of crops is usually 
financed by the buyers, the farmers themselves do not have much need for 
short- and medium-term credit. There have been other government loan 
schemes for farmers, not always very successful ones. 

The Bank has also been used in the local issue of government loans. 
A government loan at 4 per cent was made in 1953 and another at 34 per 
cent issued at 974 in 1954. ‘These issues were meant to appeal to the 
small saver; in this respect they did not have much success, a good deal of 
the money being put in by institutions and public corporations. The rates 
of interest may appear to be rather low, even for the time, but they were 
more attractive than they might appear as the Bank guaranteed to repurchase 
holdings at paron demand. ‘The small lender in the Gold Coast is, however, 
not yet attracted by rates such as these. He can do much better as a private 
moneylender or he can use the money directly in petty trade. Considerable 
use is made of the Post Office savings bank, but mostly no doubt by people 
who wish to withdraw small sums from time to time. A more attractive 
bait for savings has been provided by premium bonds—first issued in the 
Gold Coast in 1954. Sales have totalled £280,000. The scheme differs 
from that introduced in Britain last year in two main ways: the drawn 
bonds are automatically cancelled; and bonds can be encashed only after a 
period of years. 

In introducing the Bank of the Gold Coast Bill in October, 1952, the 
Minister of Finance forecast that the Bank would, at some future date, 
become a bank of issue. Apparently the Government has had second 
thoughts on the matter, as the Bill now before the Assembly provides for 
the establishment of the separate Bank of Ghana as the central bank. The 
plan has been worked out with the help of Mr J. B. Loynes, an adviser to 
the Bank of England—-on which the new bank is modelled. It will issue 
the new Ghana currency, act as Government banker and perform the usual 
functions of a central bank as far as it can in local conditions. 

The Bill changing the name of the Bank of the Gold Coast to the Ghana 
Commercial Bank also provides for a reduction of the authorized capital of 
the bank to £500,000 and of the issued capital to £200,000. The Bank 
of Ghana is to take over the premises of the commercial bank in Accra, 
Kumasi and Takoradi; the commercial bank will, however, share the 
Accra premises as a tenant and continue to occupy the buildings at Kumasi 
and ‘T'akoradi. It will lose its Government accounts to the central bank, 
and this is bound to curtail its liquidity. Its ability to lend will not, 
however, be affected to the same extent, as Government accounts are highly 
volatile and have required a high proportion of liquid assets held against 
them. When the central bank is well established the additional facilities 
it will provide and the growth of some elements of a money market should 
give the commercial bank further scope for expansion and strengthen its 
ability to finance African trade and industry. 
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America’s Changing 
Banking Scene 


Important changes are taking place in months over 150 commercial banks, 
America’s banking structure and bank- every Federal Reserve Bank, and the 
ing habits. This emerges clearly from principal Washington institutions. The 
an intensive “‘ field survey” recently first frutts of this investigation are being 
completed by Mr Ff. S. G. Wilson, presented in four articles in 'Vhe Banker. 
working under a Leverhulme Research Mr Wilson describes the whole system 
Award. Mr Wilson, who ts Reader in anew, and draws attention to many 
Money and Banking. at the London unfamiliar facts and tendencies among 
School of Economics, visited in seven — the more familiar ones,— EDITOR, 


I—_ THE STRUCTURE AS A WHOLE 


By J. S. G. WILSON 





NY one who has more than a slight acquaintance with recent 
developments in the United States will be aware that there are 
powerful economic and social forces at work which over the years 
are likely to modify considerably the related institutional frame- 
work. The rapid growth of population and of incomes, and the marked 
shifts in their distribution within the economy, have already exerted a 
significant impact on the structure of the banking system, as well as on the 
pattern of bank assets. Inevitably, these changes have been reflected in 
money market arrangements, though the major new influence in that sphere 
has probably been the shift in the climate of opinion about the use and 
functions of monetary policy. It would be misleading to suggest that there 
will be any immediate transformation of the American banking scene. ‘The 
developments that are now attracting attention have been discernible for 
some time past, but in recent years there has been a noticeable quickening in 
the rate of change. As a result, the “‘ unit banking ” system that has for so 
long been taken for granted in America is likely in the coming decades to 
be considerably modified. 

This first article surveys the structure of commercial banking as a whole. 
It describes the different types of banks and regulatory authorities; the 
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tendency for greater concentration to develop as a result of “ group ”’ 
banking and mergers; the contrast between “ unit ”’ banking and branch 
banking, and the functions of the complex “correspondent” relationship. 
Subsequent articles will examine the nature of the business of the com- 
mercial banks and their methods of operation; the organization of the 
money market, including subsidiary and local markets; the Federal Reserve 
System and credit policy. 


Politics and the ** Dual ’’ System 


‘Two major sets of factors have largely determined the type of banking 
system that exists to-day. In a country the size of the United States, it was 
not remarkable that a large number of separate banks should be established. 
Furthermore, the wide variety of climates and the marked differences in 
the economies of the several regions tended to reinforce local particularisms 
in financial structure and practice, and in many cases these have been no 
more than modified by the rapid improvement of communications. In other 
countries of similar physical size (e.g. Canada and Australia), a large number 
of predominantly local or regional banks linked only by correspondent 
relationships has eventually given way to a concentration of financial resources 
in the hands of large banking units serving local needs through a network of 
branches. That this has not happened in the United States is attributable to 
the familiar fact that the constituent States within the federal system of 
government have retained from the outset considerable power to regulate 
banking within their boundaries. ‘The choice of this system of government 
was firmly rooted in the political and social attitudes of a majority of the 
people, with their emphasis on individualism and competition and wide- 
spread distrust of any tendency towards monopoly. Resistance to any 
invasion of State rights was regarded as a primary means of protection 
against undue concentration of political or financial power; and in the 
Federal sphere the system of ‘‘ checks and balances ”’ in the constitution is 
designed to serve these same principles. 

The banking structure reflects this political philosophy. The Americans 
have developed a “‘ dual” system of banking, whereby a bank may be 
chartered either by a State banking authority, or—as a “ national” bank— 
by the relevant Federal authority; and banks do from time to time change 
from one type of charter to the other. Of especial significance is the well- 
known freedom of the States to enforce their wishes in the matter of branch 
banking. This of itself is sufficient to cut across the forces of integration. 
Thus, 14 States prohibit branch banking altogether, 19 restrict its scope, 
while only 15 States (and the District of Columbia) allow it to be State-wide. 
Hence, although the number of branches has grown steadily (to 7,568 by 
June 30, 1956), it is still only slightly more than half as large as the number 
of individual banks. Branches beyond the boundaries of a State are rare and 
represent a relic of the past. 

The survival of the “ independent ” banker is not, moreover, due merely 
to legislative restriction, though this helps very materially. His continued 
existence is also supported by the widespread public demand for “ personal 
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service’ and for freedom both to choose the banker one does business 
with and, frequently, to employ a number of institutions in satisfaction 
of one’s banking needs. It is because of this public support—carefully 
nurtured by the “independent ”’ banker—that the legislative restrictions 
on branch banking remain on the statute books (e.g. in Illinois and the 
Mid-West generally). Yet, in many cases, the threat of monopoly is 
not thereby removed. ‘Thus, in small communities, the one or two local 
banks virtually operate as a local monopoly. If a customer is dissatisfied 
with the services offered, he may be prepared to travel up to 30 miles to 
another bank, but inevitably there is some inertia and the degree of dis- 
satisfaction will need to be considerable before he will bother. Moreover, 
as a community expands, the local bank(s) may not for a time be exposed to 
new competition, since any proposal to set up a new bank must be approved 
by the authorities and, in deciding whether local banking facilities are ade- 
quate or not, they frequently have to make a difficult decision and tend to 
leave things as they are for a little longer. ‘Their understandable conservatism 
in the matter of new charters has often had the effect of confirming a local 
monopoly, at least temporarily. 

The ‘‘ dual” character of American banking, whereby “ national banks ”’ 
are chartered by the Federal Comptroller of the Currency and State banks 
by their respective State banking authorities, was also emphasized when the 
central banking system was set up in 1913. Only the national banks were 
required to be members of the Federal Reserve System; State banks were 
and are permitted to join if they wish. Federal Reserve membership means 
that both national and State banks are subject to the supervision of at least 
two authorities, since the Fed 1s not concerned merely with credit policy, 
but has important regulatory functions as well. 


Inside and Outside the “* Fed ”’ 


As at June 30, 1956, there were 13,679 commercial banks in the United 
States, of which 6,496 were members of the Federal Reserve System—4,667 
as national banks and 1,829 as State member banks. Although over a period 
of years the total number of banks has been declining, membership has 
risen steadily. In half the States, the ratio of non-member banks to all 
banks is now less than 50 per cent. In only 10 States is the ratio 70 per cent 
or more, most of these being in the “ South”? and Mid-West. In areas 
where there are many “ non-par’”’ banks,* the persistence of non-membership 
is readily explicable, since such banks are not eligible. However, there are 
only 1,770 of these institutions, whereas total non-member banks exceed 
7,000. In general, non-member banks explain their disinclination to join 
the Federal Reserve System by asking what the Fed can give that they 
have not got already. 


* These are banks that deduct an ‘‘ exchange charge’’ from the face value when paying 
cheques drawn on them. For small banks, this may be an important source of income, which 
they are unwilling to give up. 
Minnesota and Georgia. 


This explains the high levels of Fed non-membership in 
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rigorous and this gives them more opportunity to “ follow their own pattern ””’. 
This is the basis of the so-called ‘‘ dual’ system. To a foreigner, the right 
of American banks to be chartered either by a State or Federal authority 
and the option—for State banks—of joming the Fed or not may seem to be 
unnecessary complications ; but these are rights most highly valued in 
America. Nevertheless, the “‘ dual’’ system obviously gives rise to some 
overlapping of authority and duplication of supervision, which co-operation 
between the several agencies cannot wholly eliminate. 

The vast majority of the commercial banks (13,208 of them in June 1956) 
are insured with the Federal Deposit Insurance Corporation, under the 
scheme launched after the banking failures of 1933. Members of the Fed are 
obliged to participate; other banks may do so. Although deposits are insured 
only to the extent of $10,000 per depositor, at end-1955 about 55 per cent 
of the total deposits of insured banks was in fact covered. Banks vary con- 
siderably in size—from giants such as the Bank of America in California with 
assets exceeding $93 billions, and the Chase Manhattan and First National 
City in New York (between $7 and $8 billions) down to those with less than 
$1 million. In December, 1955, 43 insured banks held 36 per cent of 
total deposits of $190 billions and another 192 a further 22 per cent. 
Among the remaining 12,882 banks the average deposits in each were less 
than $6.3 millions. 

This diversified system of commercial banking ts flanked by a variety 
of savings banks and other specialized institutions, the nature and extent 
of which can be only briefly noted here. Among the savings institutions 
are 527 State-chartered mutual savings banks, especially important in the 
North-East; three of them are members of the Fed. ‘These banks, with 
aggregate assets of about $33 billions, accept only savings and time deposits. 
They are operated by trustees for the benefit of their owner-depositors, 
whose funds may be invested only in accordance with statutory require- 
ments. Many of them insure their deposits with the FDIC. Another 
important type of savings institution is the savings and loan association, with 
functions rather similar to those of building societies in England. These 
associations have been expanding rapidly in recent years, both in numbers 
and in volume of business, and now command a “ savings capital ”’ in excess 

of $35 billions. The majority of them are subject to Federal legislation ; 
they have their own deposit insurance scheme. Slightly further removed 
from the sphere of deposit banking are the life insurance companies—a 
huge industry with assets totalling $95 billions, half as much as the total of 
insured bank deposits; the mortgage companies, which assemble mortgage 
loans for sale to permanent investors; finance companies, which provide 
instalment credit (and, in some cases, small personal loans) on a scale that 
rivals the volume of bank loans in this field; investment bankers, which may 
either engage in the underwriting and distribution of corporate securities 
or operate as brokerage houses through a nationwide network of offices; 
credit unions, which provide a form of co-operative banking; and the several 
Federal lending agencies (e.g. in the fields of housing and agriculture). 
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“Correspondent” Banking 

Such, then, is the broad picture of the American banking scene. A first 
glance at its detail discloses that the large number of “‘ unit banks ”’ are 
enabled to continue to function as such only by reason of a highly developed 
network of correspondent relationships. The need for these is naturally 
greatest in those parts of the country where there are numerous small country 
banks and/or where many banks are non-members of the Fed; but all 
banks have to rely in some measure on correspondents, because even where 
branches exist these are often confined to a restricted area. ‘The nature and 
methods of this system therefore merit particular scrutiny at the very outset 
of any survey such as this. 

The services provided by City correspondents are many and various. The 
clearance of cheques is an obvious need. Member banks in the cities normally 
clear through a Federal Reserve Bank, but “country banks ’”’ (i.e. those 
outside the central reserve and reserve cities) usually employ, even when 
they are Fed members, the more expeditious facilities of a City correspondent 
bank, which often sorts cheques at the airport or railway station. The City 
bank will commonly hold securities for the country bank in safe custody and 
may lend against them, usually at the Fed’s discount rate but with less 
formality; it will also provide bond information and assist in the management 
of investment portfolios. Some City banks themselves run a “ trading 
account ”’ in securities. Alternatively, they will buy and sell securities on 
behalf of a country bank through a broker. 

An important function of this system concerns bank lending. All banks 
are subject to lending limits under State or Federal laws* and, in any event, 
many banks may from time to time receive loan applications too large to be 
handled unaided. The “ excess ”’ loan or “ overline ’’ may then be sold to a 
correspondent as a “ participation”’. City banks will not always accept 
overlines, but usually competition obliges them to do so. On the other hand, 
some country banks prefer not to share their loans with a City bank. Either 
they provide the necessary finance in conjunction with another local bank, 
or the excess may be financed by the banker in his private capacity. 

At certain times of the year, when many country banks are seasonally 
low on loans, they may seek to keep their funds employed by buying * com- 
mercial’ or “‘ finance”’ papert through a City correspondent. Banks that 
buy such paper during the off-season include those in tourist areas (e.g. in 
Massachusetts and Maine) and banks serving agricultural districts (e.g. in 
Minnesota, Kentucky and Nebraska). In some cases, however, banks use 
this facility simply because they find it less trouble than to seek out the loans 
that are available. Alternatively, some City banks (mainly in Texas) may 
sell participations in their own loans to country banks to enable them to 
employ seasonally surplus funds, but elsewhere this practice is frowned 





*A national bank, for example, may not, subject to certain exceptions, lend to a single 
customer more than 10 per cent of its ‘unimpaired capital and surplus. Although the details 
vary, much the same principle applies to State banks. 

+ ‘‘ Commercial paper ’’ consists of short-term unsecured notes placed on the market by 
leading corporations through brokers. ‘‘ Finance paper’’ is usually placed direct by the 
big finance companies. 
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upon, since it is embarrassing if the loan should “ go bad ’’. Certain banks 
(e.g. in Florida, where deposits consistently tend to outrun loans) place 
surplus funds in short-dated Government securities. 

City correspondents also provide a variety of ancillary services, such as 
detailed credit information; advice of diverse kinds—on operational tech- 
niques, accounting methods, advertising, even on remodelling offices ; 
assistance in filling executive posts. They provide foreign banking facilities, 
and a wide range of personal services. A quite different type of service is 
the assistance given in making a “ market ” in country banks as such, often 
acting as intermediaries in such operations and lending part of the pur- 
chase price. 

When one lists the services provided by City correspondents without 
specific charge, one is inclined to question whether the relationship can be 
worthwhile to them. Yet all the leading City banks maintain that it is. Net 
balances maintained by correspondents are often an important element in a 
City bank’s total deposits and “ overline’’ business serves to supplement 
its own direct lending, besides often being the means of securing additional 
direct lending outlets. ‘There can be little doubt that a large number of 
correspondent bank accounts and the related higher level of deposits are 
important in building up and maintaining size and prestige. In order to 
attract big business, one must have a big bank. Competition thus impels 
the development of the correspondent relationship, both geographically and 
in the range of services offered; but many a City banker will confess, in his 
more candid moments, that provision of so wide a range of services has 
become somewhat burdensome. 


Growth of Branch Banking 


When account is taken of the number of persons involved in correspondent 
work, it would seem that these services could be provided more economically 
through the wider spread of branch banking, which would permit a reduction 
in overheads. It is difficult to establish, however, whether the development 
of branch banking will always reduce costs. Many banks that have acquired 
branches through mergers have found that at least initially their cost ratios 
have risen. D. A. Alhadeff, in Monopoly and Competition in Banking (Berkeley, 
1954), writing of Californian experience where branching is highly developed, 
found that “ branch banks were definitely more profitable than unit banks 
when earnings are measured on a capital basis ”’, though not on the basis of 
loans and investments. 

Only some 13 per cent of all banks operate branches, though the number 
ot branches is steadily increasing, while the number of banks has continued 
to decline.* Indeed, over one-third of all bank offices are now branches, and 
in nearly all States that permit branch banking the proportion of bank 
deposits held by branch banks has increased. Branches are most numerous 
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n 1955, the number of banks fell by 124 as a result of consolidations and absorptions, 
which more than offset the 117 new banks that opened for business. Over the same period, 
the number of branches increased by 639 (462 being opened de novo). In the half-year to 
June 1956, there was a further fall of 37 in the number of banks, while 315 additional branches 
came into existence. 
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in California (1,212 branches, of which the Bank of America accounts for 
575, and five other banks for 410) and New York (1,163 branches, more 
than half of them in New York City), which together have 32 per cent of the 
total. Largely as a result of Federal and State restrictions, the area covered by 
individual branch systems is typically small ; about 45 per cent of all 
branches are confined to the same cities as their head ofhces. Even where 
branching is permitted, local bankers frequently organize effective opposition 
to the setting up of new facilities ; the authorities, whether Federal or State, 
that have the power to refuse applications for new branches are often sub- 
jected to considerable pressure. Where the need for new facilities is not over- 
whelmingly established, they tend to be conservative and, although their 
intentions are to maintain the competitiveness of banking, their decisions 
sometimes encourage the retention of monopolistic elements. 

There is no obvious statistical relationship between the number of branches 
and the banking needs of the local population. The extent (or absence) of 
branch banking in a State reflects the views of its legislature and of its elec- 
torate. At the same time, where branching is prohibited or drastically 
restricted, banking facilities may be supplemented in a number of ways. 
Thus, in Chicago (which has only 74 banks and no branches), much of the 
mechanical work of cashing cheques is done by the 540 “ currency 
exchanges ’’.* Congestion may also be reduced by “ drive-in’ and ** walk- 
up ”’ windows on the street, and by “ banking by mail’’. Again, additional 
offices may be opened by subterfuge—e.g. by constructing a tunnel under 
the street, or by pneumatic-tube link with what is, in effect, a separate 
receiving office. 

Holding Companies and Group Banking 

An alternative form of “‘ multiple office’’ banking is achieved by the 
formation of “ groups ’’’. The usual technique is for a bank holding company 
to own the stock of a number of banks and thereby to exercise control over 
their policies, though subject to certain restrictions under Federal and (in 
some cases) State laws. Group banking is not confined to States that pro- 
hibit or restrict branch banking,t nor—with the exception of the Transamerica 
Corporation—-have such groups been greatly extended in recent years. 
Nevertheless, they represent one way of evading restrictions on branching 
within a State and, latterly, the only way of entering another State. 

As a rule, banks in a group have a greater degree of autonomy than would 
a branch, but whatever the emphasis in this respect, there are a number of 
matters that lend themselves to group action and sometimes to common 


*In Illinois, these ‘‘exchanges’”’ are licensed by the State banking authority and must 
meet minimum requirements. Besides cashing cheques, they issue ‘‘ money orders ”’ to 
facilitate the payment of accounts (e.g. telephone and electricity bills; trafic fines, etc.). For 
these services they charge an advertised scale of commissions. Certain of the banks help to 
finance their operations by allowing them immediate credit against cheques in the course of 
collection. ‘They also afford them other facilities. 

¢ Of 18 holding companies subject to regulation, 7 were in States that prohibit branch 
banking, 6 in States that restrict it, and 5 in States that allow it to be State-wide. There were 
also 46 ‘“‘ known cases ’’ of companies that owned or controlled 25 per cent or more of the 
shares of each of two or more banks. The deposits of the 14 principal bank holding companies 
subject to the new 1956 Act totalled about $17.7 billions at June 30, 1956. 
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policies. ‘The most general infringement of autonomy is the centralized 
control of the bond account, which is frequently operated for the group by 
specialists at the centre. The central organization may also provide and 
make specific charges for a number of other specialist services relating to 
such matters as personnel, bank buildings, auditing, advertising, instalment 
loans, insurance, mortgage and real estate problems, and trust business. 

On the lending side, the several banks in the group may be allowed to go 
up to their legal limits. However, certain group organizations require reports 
on loans to be made to them and sometimes the position of group banks is 
not greatly different from that of a branch. The major advantage of group 
banking in the lending field is the opportunity to keep “ overlines ”’ and 
excess loans within the group. 

Bank holding companies have long been regarded with some suspicion, 
particularly by the “ independent’ bankers. ‘The Federal Reserve Board 
likewise has had its doubts, as witness its suit against Transamerica, which 
dragged on for four years but which could not in fact be sustained. In the 
Federal Congress, there was also much opposition. ‘The Bank Holding 
Company Act of 1956, which represented a political victory for the ‘ inde- 
pendent ’’ bankers, was primarily concerned to clip the wings of Trans- 
america, which had been most active in securing control over banks on the 
West Coast and in the Mountain States. In addition, strong exception was 
taken to ‘Transamerica’s widespread non-banking interests. The new legisla- 
tion added to the Federal Reserve Board’s existing powers of supervision. It 
restricts the taking over of banks in other States, and requires bank holding 
companies to divest themselves of non-banking interests. 


The Merger Movement— 


[t remains to be seen how effective the new legislation will be in curbing 
the growth of holding companies. There are reasons to believe that in certain 
areas, subject to the supervision of the Fed, there may be a greater resort to 
this technique than in the past. Thus, in New York State, where the Marine 
Midland Corporation already operates a group of 13 banks with 150 branches, 
group banking is now likely to be employed as a means of evading the current 
restriction of branches to a single banking “‘ district”. If the New York 
City banks are not permitted to acquire branches in the contiguous counties of 
Westchester and Nassau, where in recent years there has been a very rapid 
rate of growth in bank deposits, they may increasingly follow the Marine 
Midland’s example, as the First National City has already done by setting 
up the First New York Corporation, whereby it is proposed to forge a link 
with the County Trust Company (39 offices in Westchester County). More- 
over, the problems that confront New York are common to many other big 
cities right across the country. As the effective “‘ trading areas” of the 
banks expand, current banking laws and arrangements will come under in- 
creasing pressure and important structural changes can scarcely be avoided. 

Between 1948 and 1955, more than 1,000 banks in the United States were 
merged with or absorbed by other banks. This was by no means a new 
phenomenon. There had been a crop of mergers during the boom of the 
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1920s and a number of “ shotgun weddings ” in the 1930s. But the large 
number of recent mergers have attracted—and merit—attention because they 
have accelerated the trend towards greater concentration of banking resources. 
Inevitably, it was the New York mergers in 1954 that hit the headlines ; but 
the movement has in fact been quite widespread. 

Without doubt, structural changes in the economy as a whole have been 
the major influence. The rapid growth of production and population has 
expanded the general demand for banking services, and the growth of the 
average size of business units has created a demand for bigger banks—if 
only because of the legal limits upon the size of individual loans. The big 
corporations generally borrow from the big banks, and in order to meet 
the keen competition for this class of business both from other banks and 
from non-bank lenders (such as insurance companies, investment bankers and 
pension funds), the individual banks have sought to increase the size of their 
capital accounts. Public issues of capital have not generally been feasible, 
because banking profits have been increasing less rapidly than those of many 
other industries seeking funds. The ploughing back of profits has been too 
slow a process and banks have therefore sought to secure their higher lending 
limits by means of mergers. 


—and “ Retail” Banking 


Another development with important consequences for the banks is the 
relative growth of the middle income groups, which have emerged both 
as a major source of deposits and as an important lending outlet (especially 
for instalment and mortgage loans). ‘This has provided the banks with 
a mass market for their services. In their fight to retain, if not improve, 
their relative positions, the banks have thus been forced to go in for 
“‘ retail’? banking. Institutions that have held over-long to the view that the 
greatest margin of profit lay in lending “‘ big chunks” of money to big 
businesses have begun to suffer a relative decline. In catering for the mass 
market, the margin of profit may be lower but the funds are turned over 
more rapidly ; and this influence too has tended towards banking concen- 
tration. Mergers are also the means of securing a greater measure of balance 
in the loan portfolio. Thus, a “‘ wholesale’ bank with a preponderance of 
big accounts may merge with a bank already in the retail field, or a bank with a 
strong capital position and anxious to expand its loans may take a short cut 
by merging with an aggressive lending bank less well supplied with capital. 

Successful retail banking almost inevitably demands branches, which— 
when the law permits—can often be obtained more simply by merger or 
absorption than by opening them de novo. Furthermore, the middle income 
groups have shifted away from the down-town areas to the suburbs (or 
‘‘ neighbourhoods ”’), each with its own shopping centre. ‘There is intense 
competition for ‘“ locations’ in these areas—either by absorbing another 
bank with existing branches or by buying up a number of “ neighbour- 
hood ”’ banks and converting them into branches. Moreover, when one 
bank has begun to build up a branch system by mergers, competition will 
encourage similar moves by other institutions. 
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There may also be “‘ domestic’ reasons for mergers. Personal prestige 
and empire-building have doubtless played their part. Again, it may be 
desired to recruit personnel to ensure able management in the future and 
to provide that ferment of ideas regarded as so necessary to continued 
growth. From the point of view of small banks, the most important single 
reason for mergers with larger institutions has been the problem of manage- 
ment succession. It is also difficult for them to offer comparable pension and 
social security schemes. Such considerations may often be no less important 
than the obvious desire to spread overheads over a larger volume of business 
and, indeed, the expected benefits on that last score have sometimes been 

rather slow to develop. 

Not all banks favour mergers. Many point to the high premiums often 
necessary to secure the banks desired, to the danger of misjudging where 
the growth areas are likely to be, and to the direct and indirect loss of corre- 
spondent business as a result of absorbing “ neighbourhood ” and country 
banks. Some still question the necessity to go in for retail banking at all, 
believing that there will always be room for different types of banks. Finally, 
the experience of several of the banks involved in big mergers suggests that 
an over-ambitious policy of absorption can lead to acute problems of assi- 
milation, which may take years to overcome. While there is no determinable 
optimum size in banking, rates of growth may nonetheless outrun the capacity 
of organization to accommodate them. 

On the whole, the attitude of the authorities has been cautious. In many 
cases, they recognize the need for larger banking units, but they are con- 
cerned to avoid any undue concentration of banking resources and to main- 
tain competition. ‘Thus, in New York City it was felt that in respect of the 
1954 mergers there was not enough evidence “‘ to show that competition was 
being substantially lessened ’’.* Yet the same authority recently refused per- 
mission for a merger in Buffalo, N.Y., on the grounds that it would have led 
to an undue concentration of bank assets in that area. Every case is judged on 
its merits. ; 

The growth of larger banking units, in many cases based on multiple office 
arrangements, is something that has come to stay in the United States and 
there are sound economic reasons for it. The chief advantages enjoyed by a 
large bank with a network of branches are (1) its ability to mobilize savings 
more effectively, in effect lending the funds accumulated in areas of surplus 
in those where demand exceeds supply; and (2) the wider spread of lending 
risks when a number of different sectors of the economy are served. Corre- 
spondent relationships can achieve a good deal in both these fields, but this 
is likely to involve much duplication. Branch banking would seem to be a 
more efficient solution. ‘There is evidence that this view is already gaining 
a much wider acceptance in the United States, though branch banking can 
spread only slowly, partly because of the size of the country and its popula- 
tion, but mainly because of political and social attitudes and the barriers of 
related legislative and administrative restrictions. 














*See Recent Bank Mergers in New York City (A Report by the New York State Banking 
Department), p 12. 
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Irish Banks and the 
Payments Deficit 






By A DUBLIN CORRESPONDENT 


HE deterioration in Ireland’s balance of payments was checked 

during 1956, and this had an immediate favourable influence on 

the banks. In 1955 and the first half of 1956 the drain on external 

assets subjected the banking system to a severe loss of liquidity. 
The turn of the tide since then has abated this squeeze. ‘The Irish banks 
are affected particularly closely by movements in the balance of payments, 
as the bulk of their liquid assets (and also investments) are held abroad, in 
the London market. In 1955 the eight banks transacting business in the Irish 
Republic suffered a fall in their cash, London balances and call money of 
£12.5 millions, or 14.6 per cent; in 1956, as can be seen from Table [, 
their liquid assets recovered by £10.1 millions, carrying them to £83.2 
millions. Investment portfolios fell only slightly, following the appreciable 
sales in 1955; this was attributable partly to the check to the expansion of 
advances (which rose by £2.5 millions, compared with {16.4 millions in 
1955). Deposits, which in 1955 had fallen by £18.2 millions, rebounded 
by £11.2 millions to {422.1 millions. 

The recovery in the external balance was achieved only after resort to 
direct action on imports. ‘This comprised the imposition last spring of a 
levy of 25 per cent on imports of certain “ non-essential ’’ goods, including 
motor cars; in July this was increased to 60 per cent and, in addition, a duty 
of 40 per cent was imposed on many other goods. ‘The net external assets 
of the banking system reached their nadir at end-June; at £75 millions 
they were {14 millions lower than in mid-January and £28 millions down 
on the year. By end-December they had risen to £88.4 millions, slightly 
up on the year—-though still £33 millions below the end-1954 level. 

Thanks to the reduction in imports, the deficit in the balance of trade 
was reduced last year—from {£94 millions in 1955 to £734 millions. ‘There 
is no reason to believe that this improvement has been seriously offset by 
any deterioration in the invisible accounts; the deficit on all current pay- 
ments might therefore be expected to have fallen from last year’s figure of 
£35 millions to about {14 millions. But the improvement may be short- 
lived. Cattle prices rallied satisfactorily at the end of 1956, but they seem 
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unlikely to return to the high ‘levels of two years ago. Furthermore, at 
least a portion of the recent fall in imports reflected a reduction of stocks, 
which sooner or later will have to be made good. The Irish banks may 
have no wider field for manoeuvre in 1957 than they had in 1956. 

Yet the demands upon them seem likely to be intensified. For years 
past, the business of the banks has been heavily affected by the programme 
of capital investment followed by successive Governments. In effect, 
Marshall Aid originally carried a substantial part of this load; it is now 
necessary to finance it out of domestic savings. ‘The investment has been 
devoted primarily towards social improvements, especially in housing. It 
has not, apparently, brought an increase in the capacity to export. Nor has 
it had any deterrent effect on emigration. 

The Census of Population taken in April, 1956, showed a net decline of 
over 60,000 since 1951; the number of emigrants in the five years totalled 

















TABLE I 
CHANGES IN DEPOSITS AND ASSETS OF IRISH BANKS 
(£000’s) 
CasH, LONDON 
DEPOSITS BALANCES AND INVESTMENTS ADVANCES AND 
CaLL MONEY BILLst 
At Change At Change At Change At Change 
Dec 31, in Dec 31, in Dec 31, in Dec 31, in 
1956 Year 1956 Year 1956 Year 1956 Year 
Bank ot Ire- 

land | 82,673* — 5,172* 17,020 + 1,732 28,843 —5,306 41,835 -—2,011 
Hibernian 25,478 - 51 2,948 386 9,951 — 679 13,621 260 
Munster & 

Leinster 72,271 — 425 12,147 2,980 19,287 -—6,059 42,246 --2,637 
National $5,307 2,009 23,746 1,653 30,542 + 712 34,272 367 
Northerr 45.397 —- 1,514 7,791 — 697 22,203 1,729 18,915 950 
Provincia! 40,697 874 6,699 - 1,761 14,540 — 551 22,004 — 425 
Royal 20,138 -— 660 3,256 605 6,651 42 10,588 76 
Ulster 50,156 -—— 1,442 9,567 1,646 23,832 -— 813 21,059 +1,350 
Total kight 

Banks .. 422,117 -+11,195 83,174 10,066 155,849 — 398 204,540 2,470 


* Includes Government and other public accounts. 
t Includes balances in course of collection except in case of Ulster Bank, and National Bank 
which tncludes balances under cash item. 

200,000. Admittedly, this was greatly stimulated by full employment in 
Great Britain; nevertheless, these figures came as a severe shock. It has 
been argued that they show, not that capital investment has been wrongly 
directed, but that it has been inadequate. ‘These issues loom large in the 
election campaign now in progress—as does unemployment at 90,000. It 
seems, therefore, that the banking system will be called on to finance projects 
of capital investment to a still greater degree. 

In its own working, the banking system had a fairly prosperous year. 
Although rates on advances did not rise with those charged by the English 
banks after the February increase in the London Bank rate, the banks 
shared the benefit of the high money and bill rates in the London market. 
Published profits of the eight banks were up £50,000 to £1,561,000 in 1956, 
following the increase of £62,000 in 1955 (these totals, as the table shows, 
include figures for three banks of profits before deduction of tax on divi- 
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dends). ‘Three banks raised their dividends: the Hibernian from 13 per 
cent to 14 per cent, the National from 11 per cent to 12 per cent, and the 
Royal from 8 to 10 per cent; this followed two years of general stability, 
broken only by the increase by the Munster and Leinster in 1955. There 
was some criticism of the latest increases at a time of general economic 
difficulty. Over the years, however, bank shareholders have certainly not 
been compensated for the fall in the value of money. As Table II shows, 


TABLE II 
IRISH BANKS’ PROFITS AND DIVIDENDS 
NET PROFITS | DIVIDENDS 
1954 1955 1956 | 1935-38 1947-52 1953-55 1956 
(£000’s) | (Per cent) 

Bank of Ireland .. be 422 430 455 | 133 14 15 15 
Dublin 

Hibernian Bank® . . .. 104 107 108 | 113-12 12 13 14 
Dublin 

Munster & Leinster Bank* 167 180 183 12 11 12—13+ 13 
Cork 

National Bank* .. ia 350 365 380 12 10-11 11 12 
London 

Northern Bank .. 7 141 146 149 | 123-10! 10! 11! 11! 
Belfast | 

Provincial Bank .. oa 77 77 78 | 123 10 12 12 
Dublin | 

Royal Bank as i 41 43 46 | 9-§ 7 8 10 
Dublin | 

Ulster Bank Ss a 147 163 162 14 18 18 18 
Belfast 

Total + .. 1,449 1,511 1,561 


* Profits of these banks shown before deduction of tax on distributed profits. 
+ Increase made in 1955. 


the increases since 1938 have been very small—whilst one bank (the 
Provincial) is actually paying less than before the war. 

Higher profits should not be allowed to disguise the increasing difficulties 
confronting the Irish banks. ‘The banks are being asked to shoulder a 
bigger load while their liquid resources are being strained by the chronic 
disequilibrium within the economy. ‘The national income in real terms 
rose hardly at all in either 1955, the latest year for which figures are avail- 
able, or in 1954. More disquieting still, personal savings seem to be rapidly 
falling away—from £41.3 millions in 1953 to £35.3 millions in 1954 and 
£23 millions in 1955. ‘Total domestic savings are estimated to have fallen 
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from £54.6 millions in 1953 to £48.4 millions in 1954 and £30 millions in 
1955. In this conjuncture, and in face of an increase in capital formation, 
disinvestment abroad rose from {£7 millions in 1953 to £5.5 millions in 
1954 and to £36 millions in 1955. It is indeed gratifying that the banking 
system has stood up to the pressures as well as it has. 

An increasing proportion of the financing of state capital expenditure 
now falls directly on the Irish banks—through their take-up of Exchequer 
bills, and subscription to Government loans. ‘Two loans were floated 
during 1956: the first, for £20 millions of National Savings Bonds at 5 per 
cent, 1971-81, issued at 984, had the misfortune to coincide with the raising 
of the London Bank rate to 54 per cent; and 564 per cent of the issue was 
left with the underwriters. In November, an issue was made of {12 millions 
of 5} per cent National Loan, 1966, at 98. <A notable feature was that the 
stock was made acceptable at nominal value, up to the limit of £1,000, as 
the equivalent of cash in any subscription to issues of prize bonds made 
within the next six months. Of this issue, 234 per cent was left with the 
underwriters. 


Plea for Strong Central Bank 


One of the major weaknesses of the Irish banking system is the lack of 
purposive direction by a strong central bank. Admittedly, the Central 
Bank of Ireland extended its sphere of activity during the year. The 
regular survey of the economy in the bank’s annual report revealed that 
during the course of the year to end-March, 1956, there had been some 
transfers of sterling to the commercial banks from the limited funds 
of the Central Bank other than the Legal Tender Note Fund. ‘These 
transfers were stated to have been made “ to facilitate advances for essential 
transactions which otherwise would have added unduly to the strains on 
banking liquidity ’’. ‘This guarded statement was amplified recently by the 
Minister for Finance, who stated that the Central Bank had given aid by 
re-discounting commercial bills. In this activity, at least, the Central Bank 
has interpreted its responsibilities in a liberal fashion. 

A technical innovation during the year was the grant of permission to the 
Central Bank to include securities of the Federal Government of the United 
States in the list of securities in which the funds of the Legal Tender Note 
Fund might be held. It is understood that this is designed to cover 
primarily certain dollar security holdings that have accrued to the Govern- 
ment since the early years of the war. The move in no way implies any 
weakening of the link of the Irish pound with sterling. 

Notwithstanding its minor forward moves, the Central Bank of Ireland 
remains basically ineffective as a regulatory body. A strong plea for whole- 
sale reform came last month from Lord Pakenham, in his speech to the 
shareholders of the National Bank. Lord Pakenham claimed that Ireland 
does not possess a central bank that is in a position to play a leading part 
in framing and enforcing the credit policy of the country. ‘ The time has 
come ’’, he declared, “‘ when this omission should be rectified’. He went 
on to point out that the experience of the last two years has shown that 
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Irish interest rates need not necessarily follow the British trend. Somewhere, 
therefore, a credit policy for Ireland should be formed. 


The present system of negotiations between the Department of Finance and 
the banks, friendly though they be, is vitiated institutionally by the existence 
of a vacuum in the place usually reserved for a central bank. ‘There have 
been signs during the last year that the central bank has been brought more 
into the centre of the picture, but its establishment for the first time as a 
strong expert middle term in the Irish financial system can only come about 
as an act of deliberate policy, approved, one would hope, as an essential stage 
in national maturity by all major sections of opinion. 
These constructive suggestions will be carefully studied. But they were 
probably read with a wry smile in the central bank. It has been a much 
advertised principle of successive Governments that nothing in their policies 
owed anything to the advice of the central bank. 

It is that frame of mind that stands in the way of implementing Lord 
Pakenham’s suggestions, which in themselves would be of great value to the 
Irish economy. In the past, the strength of Ireland’s balance of pay- 
ments made it unnecessary for the authorities to concern themselves 
unduly with trends in currency and credit. Supplies of foreign currency 
could be taken for granted; credit was a tap that should always be left 
running. ‘To-day, there is need for a positive official policy to reinforce 
or correct influences on the commercial banks; and it is greatly to be hoped 
that Lord Pakenham’s suggestions will be carefully considered in the 


appropriate quarters. 


An Artist's Sketchbook: No. 40 


BRITISH BANKS IN TOWN AND COUNTRY 


Barclays Bank, Bletchingly 


MONG the delightful, unspoiled villages of Surrey, Bletchingly, near 
Redhill, is remarkable for a special charm that is virtually untainted. 
It is full of eighteenth-century and earlier houses with fine doors, 
ironwork and windows, and it boasts, too, many timbered houses of an earlier 
period. All are gay in the summer with their window boxes and the climbing 
shrubs trained against their walls. In such a setting one expects to find the 
local bank housed in one of the old buildings; but here, about the time that 
the village became a residential area for London business men, a little bank 
was specially built. It belongs, of course, to what might be called the early 
motor-car period, and is a pleasantly late Victorian or Edwardian piece. 
Its style originated in the 1880s, when Norman Shaw, and later his followers 
and imitators, introduced a so-called Queen Anne style. By the early years 
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Specially drawn for ‘The Banker 
by Geoffrey S. Fletcher 


of this century this had’ been modified to produce the kind of houses that 
became dotted over the county when the movement that was to “ cockneyfy ”’ 
Surrey gained momentum. In this bank, traditional Surrey building is 
retained by the use of the vertical tiling on the upper walls, and the white- 
painted windows give an added touch of distinction and lightness. ‘The 
centre door is characteristic of its period, occurring at the angle of the 
building and executed in cut brick. 
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totals to no fewer than 19! You can get 


a Sensimatie with just the ““memory- 
power your accounting jobs demand 
just as if it were designed for you! 

AND...cach Sensimatic, whether a 
specialized machine or an all-purpose 
one, has its own exclusive mechanical 
brain to pilot you through all your ac- 
counting operations—-automatically, 

Now have the economy and security 
of mechanized accounting— geared 
specifically to your needs, whatever 
your needs! 

Get in touch with your local Bur- 
roughs branch or write to us direct 
here in London:—Burroughs Adding 
Machine Ltd., Avon House, 356-366 


Oxford Street, London, W.1. 


¢:jurroughs Sensimatic 
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New Patterns in 
Lite Assurance 


By T. H. PEACE 


HE total volume of new business transacted by the life offices 

reached a new peak last year, maintaining the record of con- 

tinuous expansion achieved in each year since the end of the 

war. ‘The pace of expansion, however, appears to have fallen off 
slightly. ‘The large sample of companies listed in the table overleaf, 
accounting for about 95 per cent of total ordinary business, wrote net 
new sums assured at death to a total of £1,175 millions, an increase of 
{103 millions, or 93 per cent, over the net new sums assured in 1955; this 
compares with increases in 1955 of 14 per cent and in 1954 of 16 per cent. 
It must be emphasized, however, that these crude figures of total new 
business, which are the only figures for 1956 available so far, provide little 
more than a salesman’s yardstick They give no direct guide to the volume 
of life funds or premium income. 

The highlight of life assurance business last year was the new prospect 
opened up by the Finance Act. ‘The most significant innovation, of course, 
was the implementation of the recommendations of the Millard Tucker 
report for the extension of tax relief to pensions policies of the self-employed 
(discussed in The Banker for June last); in addition, important changes 
were made in the tax treatment of life annuities purchased with capital 
sums, and in the freeing from tax of the investment income of funds relating 
to certain types of pension schemes. Finally, the Government hinted that 
further changes to remove anomalies might be in the offing. It is too 
early to guess what effect these changes will have on the total volume of 
business written; they became effective only in August, and it takes many 
months for the public to adjust its ideas to the new possibilities. But the 
changes will certainly have significant effects on individual policies. 

Statf pension schemes have produced a large part of the new business 
written since the war; the types of policy used have been endowment 
assurance, deferred annuities, or a combination of the two. The endow- 
ment assurance produces a capital sum at the selected age of retirement, 
which can be used to buy an annuity at a rate guaranteed in the contract. 
Normally, at least 75 per cent of the proceeds must be taken as an annuity, 
which must be non-commutable and non-assignable; the remaining 25 per 
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Alliance 

Atlas 

Beacon 

Britannic 

Caledonian 

Clerical, Medical & Gene ral 
Colonial Mutual (UK only) 
Commercial Union 


Confederation Life (UK only) | | 


Co-operative 


Crusader 

Eagle Star. 

Equitable . 

Equity & Law 

Friends’ Provident & C entury 
General Life 

Gresham Life 

Guardian .. 

Law Union & Rock 

Legal & General . 


Life Assoc of Scotland 

Liverpool & London & Globe 
Liverpool Victoria 
London Assurance 

London Life 

London & Manchester .. - 
Manufacturers Life (UK only) .. 
Marine & General 


Mercantile & General Rei: insurance 


Midland Employers 


National & Colonia! 
National Farmers. . 
National Mutual . 

National Provide nt 
North British & Merc: antile 
Northern : 
Norwich Union I jife 

Pearl 

Phoenix . 

Provident Assoc of 1 ondon 


Provident Mutual 
Prudential . . 
Refuge 

Royal , 

Royal E xchange 
Royal London | 
Scottish Amicable 
Scottish Equitable 
Scottish Life 
Scottish Mutual 


Scottish Provident 

Scottish Union & National 
Scottish Widows’ . . me 
Standard 7 

Sun Life 

United Kingdom Provident 
University Life :% 
Wesleyan & General 
Yorkshire .. 


‘Total 59 Companies 
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NEW ORDINARY LIFE ASSURANCE: 


(£000's) 
1938 1946 
4,205 3,960 
4,043 3,870 
1,291 2,675 
3,423 6,909 
2,103 2,184 
2,733 3,516 
2,786 4,308 
5,991 9,882 
1,475 2,660 
3,275 16,385 
691 1,847 
10,313 20,701 
2,029 3,885 
3,513 1,706 
2,655 3 ,949 
2,611 2,136 
3,815 6385 
1,719 2,694 
3,106 3,396 
16,565 21,862 
1,721 2,381 
2,851 4,043 
3,572 5,004 
2,679 3,717 
2,701 1,803 
3,530 5,867 
1,105 2,411 
56+ 1,024 
841 3,131 
241 340 
676 2,180 
1,082 1,242 
2,047 2,601 
5,327 $,921 
3,369 2,871 
11,756 23,598 
8,231 14,488 
4,967 5,761 
2,069 1,267 
3,287 2,956 
31,763 73,280 
7,895 11,516 
5,177 7,560 
4,359 4,193 
5,526 7,743 
2,131 3,481 
1,836 2,167 
2,317 3,028 
1,575 1,483 
3,159 3,886 
2,539 1,792 
5,241 6,945 
6,466 8 696 
21,660 29,473 
5,116 4,285 
340 186 
1,498 3,164 
3,030 4,005 
252, 586 394. 399 


1955 
10,240 
7,363 
8,709 
7,723 
3,919 
9,820 
11,150 
22,746 


5,267 


29,803 


5,311 
59,700 
5,580 
17,489 
29,139 
8,386 
11,992 
15,082 
6,809 


115,020 


3,292 
10,809 
6,588 
8§,862 
4,844 
4,747 
11,854 
2,903 
20,974 
1,855 


2,848 
5,902 
2,405 
6,358 
13,792 
26,909 
68,000 
29,909 
10,073 
12,221 


7,816 


154,080 


16,392 
19,498 
9,559 
10,322 
12,108 
5,918 
8,777 
4,539 


9,672 
6,361 
20,218 
46,316 
55,727 
9,554 
1,169 
5,055 


22,580 


1,072,054 


1956 
11,000 
11,624 
13,100 

9 613 
4,283 
10,108 
14,900 
22,000 

5,500 

23,700 


5,000 
61,500 
5,276 
17,719 
29,759 
9,294 
12,500 
17,277 


6,657 


136,043 


3,494 
11,972 
5,786 
10,468 
4,430 
5,350 
13,608 
3,065 


25,000 


2,184 


2,100 
5,636 
2,565 
6,875 
14,350 


29,000 


70,000 
38,083 

8,887 
13,000 


9,600 


176,000 


17,500 
21,453 
9,533 
10,624 
12,700 
5,600 
9,000 
5,195 


11,110 
7,307 
26,000 
54,465 
56,136 
10,480 
1,055 
+,426 
24,000 


75,390 





NET SUMS ASSURED 


Increase 


in 1956 
760 
4,261 
4,391 
1,890 
364 


230 
620 
908 
508 
2,195 
152 
21,023 


202 
1,163 
802 


1,606 


414 
603 
1,754 
162 
4,026 
329 


748 
266 
160 
517 
558 
2,091 
2,000 
8,174 
1,186 


779 


1,784 
21,920 
1,108 
1,955 
26 

302 
592 
318 
223 
656 


| 438 
| 446 
5,782 
8,149 
409 
926 
114 
629 
1,420 


03 . 3 36 


— 











iD 


Increase 
in 1956 
760 
4,261 
4,391 
1,890 
364 
288 
3,750 
746 
233 
6,103 


— 311 
1,800 
304 
230 
620 
908 
508 
2,195 
152 
21,023 


223 
656 


1.438 

| 446 
5,782 
8.149 
409 

926 

114 

629 
1,420 
103,336 
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cent may be taken as a capital sum. In addition to the pension rights, a 
substantial life cover is given and the cash element is non-taxable. Hence the 
popularity among directors and executives of “Top Hat’”’ schemes. 

Deferred annuities, on the other hand, simply provide a pension, either 
with or without return of premiums on death. Group pension schemes 
consist of the bulk buying of deferred annuities, usually accompanied by a 
group temporary life policy to provide death benefits. If a deferred annuity 
scheme is set up as a trust under Section 379 of the Income Tax Act, 1952, 
full tax relief can be obtained on employees’ contributions; but it is an 
essential condition that all benefits shall emerge as pensions and no cash 
commutation 1s allowed. 

Endowment assurances form part of the ordinary life assurance fund, 
the investment income from which, less expenses, bears income tax at a 
concessionary rate in so far as it relates to funds allocated to policyholders. 
Until last year’s reform, however, the annuity fund in which deferred 
annuity premiums are accumulated was taxed in an unusual way. Broadly, 
when annuity payments exceeded investment income the fund was tax 
free, and inmost offices ensured that their annuity fund was “ in balance ” 
so that no tax was payable. There was, however, a deferred tax liability 
which had to be taken into account in calculating deferred annuity premiums. 
The last Finance Act has now freed from income tax the investment income 
of the annuity fund in so far as it relates to deferred annuity schemes written 
as Section 379 funds; this brings them into line with privately administered 
schemes, on which investment income has always been tax free provided 
regulations conform with Inland Revenue requirements. The tax con- 
cession has been followed by an immediate and appreciable cut in deferred 
annuity rates for this type of arrangement. 

The new tax relief on premiums for policies of self-employed persons 
applies in full only to contracts in the form of deferred annuities, with no 
right to any cash sum except a return of premiums on death before retire- 
ment age. ‘Tax relief is extended also to the investment income on the 
annuity funds relating to the self-employed policies. ‘The concessions have 
come into force at a time when interest yields are high and the rates offered 
are attractive. Since autumn a wide variety of contracts has been available 
in almost bewildering profusion—with or without return of premiums on 
death, with or without interest on death, with or without profits, with or 
without reversionary annuities, and with annual or single premiums. 

Payments under purchased life annuities now contain a non-taxable 
element determined by reference to the annuitant’s normal expectation of 
life at the outset of the contract. These policies are thus much more attrac- 
tive and should foster an increase in annuity business. It is interesting to 
compare the proceeds of a self-employed deferred annuity, where the whole 
premium is allowed against tax, but the proceeds are taxable as earned 
income, with the proceeds of an endowment assurance, where only limited 
relief of tax is obtainable on premiums, but the proceeds emerge as capital, 
free of tax—which in turn can be used to buy an annuity of which only a 
small part will be taxable. 
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AMERICAN REVIEW 








ONETARY and fiscal policies 

continue to be debated vigor- 

ously in both official and aca- 
demic circles. The general conclusion 
seems to be that the Administration is 
still convinced that it has been working 
on the right lines. But there is a decided 
divergence in official views—expressed 
on both sides with characteristic force 
and vigour. Meanwhile, and partly in 
consequence of some of the talk about 
recession, Wall Street fell sharply in the 
second week of February, the industrial 
index breaking through its 1956 low 
point; but by the middle of the month 
most of the latest losses had been 
regained. 

The new phase of controversy was 
sparked off by President Eisenhower 
himself in early January with some 
amending comments to the Secretary 
to the ‘Treasury’s statement that a con- 
tinuance of Federal spending on present 
scales would bring a depression “ that 
would curl your hair’”’. ‘The President, 
who had clearly been very well briefed 
on this particular issue, put this de- 
claration into its longer-term perspec- 
tive and said quite plainly that there 
would be “no limit ’”’—other than 
plainly defined constitutional barriers 
to the emergency action that the 
Federal Government would take in the 
event of a deep recession, or depression. 
He added that he saw no sign of such 
a development. 

In early February, the President 
touched off another bout of mild 
excitement with his comment at a Press 
conference that the Administration 


would be forced to impose controls 
over prices and wages unless industry 
and the unions could work together to 
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ensure a stop to the upward drift of 
prices. Since industry and organized 
labour were then engaged in a vociferous 
bout of mutual accusation of responsi- 
bility for recent price advances, there 
was a hasty conclusion in some quarters 
that legislation might soon appear. 


Confusion over Controls 


But although Mr Eisenhower is now 
forced to work with a Democratic Con- 
gress—which nominally, at least, is 
more favourable to such controls than 
the Republican Party—it would be rash 
to assume that this Congress would 
readily give such powers to the execu- 
tive. Moreover, as soon as the Adminis- 
tration noted the first outbreaks of 
despondency and alarm over such a 
prospect it beat a hasty retreat. ‘The 
Secretary of Commerce declared that 
there was “‘ no present disposition to 
impose controls”; and Dr _ Gabriel 
Hauge, the President’s special economic 
adviser, said there would be “‘ no action 
in the foreseeable future ”’ and that Mr 
Eisenhower's comment was “ part of a 
general appeal’’, to both public and 
private sectors, for restraint. 

The President’s Economic Message 
to Congress contained the warning that 
a stronger use of general monetary and 
fiscal restraints ‘‘ would bear with undue 
severity on sectors having little responsi- 
bility for the higher cost-price level ”. 
A gentle denial of that stand has now 
been made by Dr Saulnier, Dr Burns’s 
successor as chairman of the Council of 
Economic Advisers. His own “ in- 
stinct ’’, Dr Saulnier said, would be to 
retain general measures and oppose 
‘* selective controls ’’—-which were pre- 
cisely the methods favoured by Mr 
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Truman and against which the Re-_ circles, roundly declared that monetary 
publicans campaigned so actively in policy could have no impact on infla- 


1952. tion, unless it was applied with “ in- 
Perhaps the strongest critic of Federal _ tolerable severity ”’ 
policy has been Professor Seymour In these circumstances, the President 


Harris, the arch-Keynesian professor of may be glad that comment from the 
economics at Harvard, who declared Federal Reserve Board has amounted 
that Mr George Humphrey, Secretary to what might almost be described as 
to the Treasury, is a “ dangerous man”’ the casting vote. ‘The chairman of the 
and that “folklore and mythology Board of Governors, Mr William M. 
count for more than arithmetic at the Martin, observed that monetary and 
Treasury ’’. Professor Harris held that fiscal policy in 1956, so far being too 
Government spending may, even now, _ severe, had been too mild, and he told 
not be sufficient and he dismissed as Congressmen that, if the authorities 
nonsense all the doubts cited on rising eased general restraints, they must fasten 
prices. And his colleague, Professor more severely on particular sectors. 
Galbraith, who commands particular ‘The Reserve Board, at least, is clearly 
respect in business and stock market _ still in the battle against inflation. 


American Economic Indicators 


1956 1957 
1953 1954 1955 —— Koei aman 
Oct Nov Dec Jan 





Production and Business: 


Industrial production (1947-49 —100).. 134 125 139 146 146 147) = =146 
Gross private investment (billion $) 50.3 48.0 60.6 — -—- 68.5 — 
New plant and equipment (billion $).. 28.4 26.8 28.7 — 37.3 — 38.0 
Construction (billion $) Le 35.3 37.8 43.0 43.9 44.4 44.7 44.8 
Housing starts .. el .. 1,013 1,220 1,328 93.0 80.0 64.0 65.0 
Business sales (billion $) _ - 48.4 46.7 51.7 54.9 55.8 55.8 — 
Business stocks (billion $) . 5% 80.3 76.9 82.1 87.1 87.9 88.5 —- 
Merchandise exports (million $) .. 1,314 1,259 1,293 1,656 1,515 1,995 — 
Merchandise imports (million $) - 906 851 948 1,120 986 | 023 — 
Employment and Wages: 
Non-farm employment (million) a 55.6* 54.7 56.5 59.0 59.1 59.4 57.9 
Unemployment (000s) .. ..  1,062* 3,230 2,654 1,909 2,463 2,479 2,940 
Unemployment as %, labour force . 2.5% 5.0 4.0 2,8 3.6 3.7 4.5 
Hourly earnings (mfg) (3) a as 1.77 1.81 1.88 2.02 2.03 2.05 2.05 
Weekly earnings (mfg) ($) ~ .. 71.69 71.86 76.52 82.2 82.4 84.1 82.4 
Prices: 
Moody commodity (1931 100) 4 Fish 38 jon} 42d 438442429 
Farm products (1947-49 — 100) ss 97.0 95.6 89.6 88.4 87.9 88.9 89.3 
Industrial (1947-49 — 100) = .. 114.0 114.5 117.0 123.6 124.2 124.7 125.2 
Consumers’ tndex (1947-49 100) a 114.4 114.8 114.5 117.7 117.8 118.0 — 
Credit and Finance: 
Bank loans (billion $) .. ya v 67.6 70.6 82.8 88.5 89.6 91.2 — 
Bank investments (billion $) .. - fa.i G33 76.3 %@2.4 ee FR 
Bank loans (weekly) (billion $) - a8 Gh at lUne 6 lU6UelCUe. hee 
Consumer credit (billion $) .. oF 31.2 32.3 38.6 40.2 40.6 41.9 — 
Treasury bill rate (%) .. - 1 1.93 0.95 1.75 2.96 3.00 3.23 3.21 
US Govt Bonds rate (%) - Ss 3.16 2.70 2.94 3.24 3.31 3.37 3.37 
Money supply (billion $) - .. 200.9 209.7 216.6 216.6 217.1 220.9 
Federal cash budget (+ or —) (mill $) 6,153 -1,082 —740 — —- — — 
Notrs—-Latest figures are preliminary or — credit show amounts outstanding at the end 
estimated. Yearly figures are given for of the period. Moody’s commodity index 


Private investment and equipment for — shows high and low 1953-55, and end-month 
1953-55 and then quarterly figures at annual __ levels. Weekly bank loans are derived from 
rates. Construction figures show monthly _ partial returns only. Budget figures are 
averages 1953-55. Business sales and stocks, cash totals 1953-55 and then quarterly. 
money supply, bank loans and consumer * Old basis. 








J 
/ 
// 


J 


» 
\ 


rg) 
mA \¥ 


y — wi) WA 


SS a 
= 


‘ 


Y, Yf 


ANS) ay 
y 
if 


; 


wid \\\) v ‘A ) 
S 


. atl 
s 
SJ 8 
S SS 


; Iiy 
‘mm, 
Zz ; Mi Uf 


= Y4 /// Y} 
4 ly, 


UL Wo yy 


~ 
__ 
= 
= 
f= 
= 
= 
. 


\ 


NW) AN 


» W\\\ 
_ 


—— 
> 
— 
Se 
— 
= 
-—< 
- ie 
ss - 
_ 


Ws 
<r, 


WW 


Mt/ 
sf 


\\ AAAI 
\\\ 


/ 


WW 


“Mf 


= YY 


a 
> 


\ 
= 


MW" 
a \\\ 


WA\\" 


Yi] 
: Mo iypy 
Mliyyysm z 
iy, 


\\A\\)' 


WA 


aie AN, 


n> 
fa 


JE EE lly S 
ZAG pp 2 


\") 
WN 


\ ' NW ) 


\", 
v WN 


\ 


\V 


a WA 


_ 


Wir NAN 


ee 


N\\" ) WA’ 


Ny 


WAYS UA NRA 
\W\\ 


~ 


~ 


a 


\ We 
/N \\ 
Wil 


X\" 


Ss 


\WA\\”” a \\h 


DAS 








“tf 


j 
dif 


j 


If 
YW} 


/ 


Taking the 
East into account 


‘l'wenty-five years ago you would have found this ‘adding 
machine’ of antiquity in every eastern branch of The Chartered 
Bank. It was of particular use in calculating the intricacies of 
exchange rates which often fluctuated with great rapidity. Today, 
the abacus is being replaced by the slide rule and the electric 
computer. The East is changing but the Chartered Bank remains 
in step, so that its knowledge of eastern trade, travel and in- 
vestment is always up-to-date. This knowledge and a century of 
experience sustain acomplete banking service available throughout 
a branch system, which extends to most centres of commercial 
importance in Southern and South-East Asia and the Far East. 


THE 
CHARTERED BANK 


(Incorporated by Royal Charter, 1853) 


| _ 
HEAD OFFICE : 38 BISHOPSGATE, LONDON, E.C.2 

















INTERNATIONAL 


REVIEW 





ARGENTINA 


Government Reshuffle— The Govern- 
ment has been reorganized, ostensibly in 
order to speed up the execution of the 
Government’s programme in view of the 
decision to hold a general election this 
year. An official statement has explained 
that no major modifications are contem- 
plated in the principles governing social, 
political and economic policies followed 
by the Argentine Government since it 
took office after the collapse of the Peron 
regime late in 1955. ‘The Government 
will continue to be headed by President 
Aramburu. ‘The new Minister of Finance 
is Dr Roberto Verrier, who was largely 
responsible for bringing into operation 
the multilateral system now governing 
Argentina’s transactions with European 
countries. 

Faith in Free Enterprise—lIn a state- 
ment on the “‘ general ideas ”’ that will 
shape his conduct of Argentina’s finan- 
cial and economic policies, Dr Verrier 
emphasized his belief in encouraging 
private enterprise and minimizing inter- 
ference by the State. He added that 
every facility and inducement would be 
given to intending overseas investors to 
share in Argentina’s economic progress. 
A new attempt would be made to base 
economic policy squarely on the recom- 
mendations of the Prebisch report. 

End Meat Subsidy ?— Discussions have 
been proceeding on the reform of the 
meat trade and arrangements for cattle 
marketing. ‘They are reported to be 
exploring the possibility of eliminating 
the so-called ‘‘ compensation payments ”’ 
to packing plants, now costing 3,000 
million pesos a year. ‘This subsidy is 


equivalent to 70 per cent of the peso pro- 
ceeds from Argentina’s meat exports; its 
termination would accordingly cause a 
sharp rise in internal prices of meat. 


AUSTRALIA 


Bankers’ Complaint—-Mr Menzies and 
the Federal ‘Treasurer, Sir Arthur 
Fadden, attended a conference of Aus- 
tralian bankers in mid-February to dis- 
cuss banking legislation. One of the 
main topics was the possibility of com- 
plete separation of the central bank and 
trading bank functions of the Common- 
wealth Bank, following complaints that 
present arrangements place the Com- 
monwealth Trading Bank at an unfair 
advantage in general banking business 
over the privatelv-owned trading banks. 





MR R. TROLLE 


Representative of the Foreign Banks and 
Affiliates Association for 1957 











AUSTRIA 


Selling Shares in State Banks—The 
plan to sell to the public 30 per cent of 
the shares of the two large nationalized 
commercial banks—the Creditanstalt and 
the Laenderbank—has met with a good 
response. Of the Sch 225 millions of 
stock offered (in voteless preference 
shares of low denominations) some 
Sch 165 millions was taken up in the 
first week. 

A further 10 per cent of the capital of 
the two banks 1s being sold in the form 
of ordinary shares. However, it has been 
agreed that these shares should not be 
sold to the general public but disposed 
of through two groups of banks, mainly 
to these banks’ customers. 


BELGIUM 


Suppressing Inflation—TJhe Govern- 
ment has introduced into Parliament its 


much discussed Bill for dealing with 
inflation. Of the seventeen articles of 
the new Bill, fourteen are concerned 


with a proposal to impose a 54 per cent 
tax on business profits earned in 1956 
and 1957. ‘The remaining clauses are 
designed to give the Government power 
to modify social security contributions, 
reorganize the finances of the health 
service, impose controls over the supply, 
distribution and prices of essential goods, 
and to prohibit wage increases other than 
those resulting from the operation of 
agreements by which wages are linked 
either to production or to the price index. 


BRITISH WEST INDIES 


£200 millions from Britain ? — The 
standing committee of the British Carib- 
bean Federation has issued a memo- 
randum suggesting that Britain should 
be asked to finance a ten-year develop- 
ment plan for the region entailing £200 
millions. Delegates and advisers from 
ten of the territories expected to par- 
ticipate in the proposed Caribbean 
Federation met in Jamaica at the end of 
January to decide final points of the 
Constitution in collaboration with repre- 
sentatives of the United Kingdom 
Government. ‘They decided that the 
capital of the Federation should be 
established in Trinidad. 

Dollar Loans for Jamaica — ‘he 
Jamaican (sovernment has obtained the 
approval of the United Kingdom for a 
plan to raise dollar loans in the United 
States and Canadian markets. The UK 


Treasury is said to have undertaken to 
make available to Jamaica whatever 
dollars might be required for servicing 
such loans without reducing the normal 
dollar allocation. 

New Bahamas Venture—A company 
known as the Bahamas _ International 
Trust has been formed in Nassau to 
conduct financial, trusteeship and general 
investment business. “The new institu- 
tion is sponsored by Barclays Bank 
DCO, Hambros Bank, Robert Fleming 
& Company, the Royal Trust Company 
of Canada, London, and certain South 


African, Canadian, American and Ba- 
haman concerns. 
CEYLON 


Tea Nationalization Threat — The 
Minister of Agriculture and Food has 
submitted to the Government a scheme 
for the nationalization of foreign-owned 
tea estates in Ceylon. The plan provides 
for the transfer of properties to govern- 
ment ownership over a period of four 
years at a price of Rs 925 per acre; this 
is said by owners to be far below the 
true worth. ‘The Prime Minister, Mr 


Bandaranaike, commenting on_ the 
scheme, declared that although the 
Government had committed itself at 


the last general election to the transfer 
of foreign-owned plantations to state 
ownership, there was no need to take 
precipitate action. He added that the 
matter would be taken up in due course. 


CHILE 


Fall in Peso Unchecked—A fall in 
the internal purchasing power of the 
Chilean peso has been reflected in a 
deterioration in its value in the free 
exchange market. Recent quotations 
have been in the region of 550 pesos to 
the US dollar, against 500 at the time 
of the introduction of a free fluctuating 
exchange in April last year. It is reported 
that the authorities have made no attempt 
to resist the downward movement by 
using the stabilization fund of $US 75 
millions established for this purpose with 
the help of the International Monetary 
Fund, the US Government and American 
banks. 


COLOMBIA 


US Debts Proposal—The Minister of 
Finance, Dr Gomez, has outlined pro- 
posals, which he put before a group of 
eight American banks during a visit to 
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New York, for the settlement of Co- 
lombia’s commercial debts to United 
States exporters. ‘Ihe main feature of 
the plan is that Colombia should under- 
take to pay in cash 60 per cent of the 
total trade debt due to each US bank, 
paying off the balance of 40 per cent in 
thirty monthly instalments. 

Central Banks’ Conference —- All 
central banks operating on the American 
continent will hold a conference in 


Bogota in June, 1957. 


EGYPT 


Financing Imports— The Finance 
Ministry has announced that allocations 
for imports in the first quarter of 1957 
amount to {E40 miilions. It explained 
that whatever foreign exchange was re- 
quired would be drawn from a special 
foreign currency budget. ‘The Ministry 
has claimed that thirteen countries have 
accepted the Egyptian pound “ as the 
basis ’’ for trade transactions with Egypt 
—Belgium, Holland, China, Switzer- 
land, Czechoslovakia, Bulgaria, Poland, 
Rumania, East Germany, Japan, Italy, 
Yugoslavia and the Soviet Union. 

Bank and Insurance Take-over— 
Three decrees implementing the Govern- 
ment’s decision to “‘ Egyptianize ”’ banks, 
insurance companies and commercial 
agencies were signed by President Nasser 
at the end of January. In the case of 
banks the decrees provide that all such 
institutions in Egypt—the British and 
French banks immediately, and other 
foreign banks ultimately—shall take the 
form of Egyptian joint stock companies 
whose stock is held by Egyptians. Their 
capital must not be less than £E500,000. 
Similar regulations apply to insurance 
companies, for which the minimum 
capital is to be £E50,000. The decree 
establishes three Egyptian insurance 
companies to take over British and 
French concerns, whose insurances in 
Egypt have been estimated to total more 
than £18 millions. 

The United Kingdom authorities have 
stated that they intend to start negotia- 
tions with Egypt for the resumption of 
trade and economic relations as soon as 
convenient, but that it was impossible 
to say when arrangements for such talks 
could be made. 


FRANCE 
New Dollar Credit—The Government 
has begun to draw on the credit line of 
$262.5 millions arranged with the Inter- 


20; 





national Monetary Fund last autumn. 
As reported in an article on page 155, an 
additional credit of $100 millions is now 
arranged with private institutions on the 
New York Market. 

Financing Moselle Canal—'lhe three- 
nation company that is to be in charge 
of the financing of the canalizing of the 
Moselle River has been established by 
France, Western Germany and Luxem- 
bourg. ‘The company will have a capital 
of Dm 102 millions, of which France 
and Western Germany will provide 
Dm 50 millions each and Luxembourg 
Dm 2 millions. ‘The Moselle is to be 
canalized along a stretch of 170 miles 
downstream from Thionville to Coblenz, 
the confluence with the Rhine. ‘The 
total cost of the scheme is estimated at 
Dm 370 millions of which Western Ger- 
many is to provide Dm 120 millions 
and France Dm 248 millions. 


GERMANY 


Less Aid for Export Finance—Re- 
discount facilities granted by the Bank 
Deutscher Laender to the Frankfurt 
Export Credit Bank are to be reduced 
gradually from Dm600 millions to 
Dm 500 millions. This action is in 
accordance with the decision of the 
Bank to withdraw gradually from acti- 
vities of a kind that are not ordinarily 
conducted by central banks. 

Buoyant Export Orders—The Ministry 
of Economic Affairs has forecast a 
vigorous new expansion of the West 
German economy. It has pointed out 
that export orders booked in the autumn 
of 1956 were running 33 per cent above 
the level a year before. 

Israel Reparations—Reparation deli- 
veries to Israel are stated to have reached 
a value of $US 300 millions since the 
signing of the reparations agreement 
concluded between the two countries 
four years ago. 


GREECE 


Return to Deficit—The balance of pay- 
ments for 1956 shows a net deficit 
equivalent to $65 millions, following 
the bare balance achieved in 1955. Net 
receipts from invisibles rose by $18 
millions to $165 millions; however, the 
deficit on trading account rose sharply 
from $147 millions in 1955 to $230 
millions. Recent trade figures suggest 
that the deterioration will continue 
during the first half of 1957. 














INDIA 


Big IMF Drawing—As reported in an 
editorial note on page 141, arrangements 
have been made to borrow $200 millions 
from the International Monetary Fund. 
The credit will be repaid within three to 
five years. India made its request on 
the ground of the adverse impact on its 
external payments resulting from crop 
failures, the blockage of the Suez Canal, 
and the heavy capital outlays under the 
second five-year plan. 

Central Advances Rate Up—The Re- 
serve Bank has raised its rate on advances 
to scheduled banks against government 
and other eligible securities from 3} to 
4 per cent. ‘This is expected to lead to 
a general upward movement in rates 
charged by the commercial banks. ‘The 
Reserve Bank’s re-discount rate remains 
at 35 per cent. 


IRAQ 


National Shipping Project——The Iraq 
Government Development Board is to 
finance the setting up of a national ship- 
ping project. This follows representations 
by commercial interests that the country’s 





trade should not be wholly dependent on 
foreign shippers whose schedules are 
governed by their own business con- 
siderations. ‘The World Bank is being 
asked to appoint a shipping expert of 
international standing to draw up the 
required plans. 


JAPAN 


Shrinking Payments Surplus—The 
balance of payments in 1956 showed a 
surplus equivalent to $US 293 millions, 
a drop of some $200 millions below the 
surplus for 1955. Furthermore, the 
major part of the 1956 surplus accrued 
in the first half of the year; returns for 
recent months suggest that external pay- 
ments have been approximately in 
balance. 


JORDAN 


British Subsidy Ends—Agreement was 
reached in negotiations with the United 
Kingdom in Amman last month on the 
termination of the Anglo-Jordan treaty, 
at latest by April 1. British troops will 
leave Jordan within six months of the 
date of termination. The subsidy of 
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{£12 millions a year that has been pro- 
vided by Britain in support of the Jor- 
danian army and the country’s balance 
of payments is to be replaced by contri- 
butions from Saudi Arabia, Egypt and 
Syria. 


MALAYA 


Credit Squeeze—The Malayan Ex- 
change Banks Association has put into 
effect restrictive credit measures to dis- 
courage excessive borrowing and to stem 
the heavy movement of money out of 
the country. ‘The measures include a 
general increase in interest rates of } per 
cent. During 1956 lendings by the 
Malayan banks rose by $Mal 158 mil- 
lions, whereas deposits dropped by 
$Mal 68 millions. 

Trade Surplus Down—'The surplus on 
Malaya’s visible trade in 1956 was 
limited to $Mal 13 millions, compared 
with the 1955 surplus of $Mal 335 


millions. 


MEXICO 


‘‘ Contact ’”’ Commission—The Com- 
mission for the Protection of Foreign 
Trade has been formed on the initiative 
of Sr Loyo, Minister for Economic 
Affairs. The new institution 1s intended 
to act as a link between government 
departments and persons or societies 
engaged in foreign trade. One of its 
aims will be to ensure a strict fulfilment 
of obligations by Mexican importers and 
exporters. The Commission includes 
representatives of the Banco Nacional 
de Comercio Exterior, the Foreign Office, 
the ‘T’reasury and the principal Chambers 
of Commerce. 


NEW ZEALAND 


Less Flexible Reserve Ratios — ‘The 
Reserve Bank has announced that it 
intends to continue the present degree 
of credit restraint but at the same time 
to avoid substantial and frequent altera- 
tions in the reserve requirements im- 
posed on the trading banks of the kind 
made hitherto to meet short-term sea- 
sonal fluctuations. A downward adyjust- 
ment would, however, be made in March 
to facilitate income-tax payments. 

Return to Surplus—External payments 
in 1956 showed a surplus of £9 millions, 
compared with deficits of £27 millions 
in 1955 and £17 millions in 1954. 
Receipts in 1956 rose by £30 millions, 
Owing mainly to a rise in exports, and 
payments were down by £5 millions. 
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‘There was a deficit of £37 millions with 
sterling countries and a surplus of £46 
millions with the non-sterling world, 
including a dollar surplus of £1 million. 
Common Market Plea—The Govern- 
ment has addressed communications to 
the six European Governments con- 
cerned in the plan to set up a common 
market expressing the hope that neither 
the terms of the proposed treaty nor its 
actual operation will be allowed to affect 
adversely the export trade of New 


Zealand. 
PAKISTAN 


Tax Increases Under Fire—lIn his 
budget statement for the year to March 
31, 1958, the Finance Minister, Mr 
Amjad Ali, imposed heavier taxes on a 
wide range of goods; he aimed thereby 
to turn a prospective deficit of Rs 78 
millions into a bare surplus. ‘The only 
important tax concession was the grant- 
ing of exemption from direct taxes to 
incomes falling short of Rs 5,000 (about 
£375) per annum. However, a few days 
after the budget the Finance Minister 
announced that the increases in taxes on 
tea and cement included in his budget 
statement were being withdrawn and 
other extra taxes modified, at a total 
cost of Rs 20 millions. The change of 
policy followed severe public criticism 
of the budget. 

Burden of Food Imports—In a review 
of the economy included in the budget 
speech, the Minister pointed out that 
the surplus in external payments was 
reduced from the equivalent of {24 
millions sterling in 1955 to £0.8 millions 
in 1956, owing mainly to increased pay- 
ments for food stuffs. He drew attention 
to the fact that food production was 
falling, whereas the population was rising, 
and urged the country to make an effort 
to step up output at least to the point of 
making Pakistan self-sufficient in food. 
Mr Ali promised to appoint a committee 
to start a drive for economy in Govern- 
ment spending, and another to investi- 
gate the possibility of reforms in the 


tax structure. 


Foreign Aid Covers Investment— 
The Finance Minister has stated that 
he expects that foreign funds in the 
form of loans and grants would continue 
to cover the bulk of Pakistan’s invest- 
ment outlays. The total of such funds 
is NOW running at an annual rate of $130 
millions, of which $90 millions is coming 
from US aid, $30 millions from the 
World Bank and $10 millions from 











Canada under the Colombo Plan. It 
is hoped to obtain more finance from 
the World Bank to cover the increase in 
investment during the latter phases of 
the current five-year plan. 


POLAND 


Tourist Concession Rate—To en- 
courage visits by foreign tourists and 
business men, the authorities have intro- 
duced a special tourist rate for the zloty 
at 67 to the pound. For other trans- 
actions the rate remains at parity with 
the rouble, at 11.20 to the pound. 
Re-shaping Economic Policy—The 
Prime Minister of the mnewly-elected 
Government, Mr Jozef Cyrankiewicz, 
has set up an economic council to advise 
the Government on the re-shaping of 
economic policy. The chairman is the 
principal economic adviser to the Govern- 
ment, Professor Oskar Lange, the dis- 
tinguished economist who was professor 
of economics at the University of Chicago 
during the war and Polish Ambassador 
at Washington in 1945-46. 


SAUDI ARABIA 


Military Aid from US—Under an 
agreement concluded between King Saud 
and President Eisenhower in Washing- 
ton, the United States will make available 
to Saudi Arabia military equipment, 
services and training facilities. The 
United States agreed to consider also 
the provision of economic aid. In re- 
turn, Saudi Arabia has undertaken to 
extend the agreement for America’s use 
of the Dhahran air base for another five 
vears. 

Application has been made for mem- 
bership of the International Monetary 
Fund and the World Bank. 


SOUTH AFRICA 


Import Relaxations Considered—The 
Minister of Finance, Mr Naude, has said 
that the Union’s reserves seem suffi- 
ciently strong to justify consideration of 
some relaxation of import control. He 
expects to be able to take a final decision 
this month. Mr Naude declared also 
that there would be no increase or 
decrease in Bank rate in the near future, 
notwithstanding the cut in the London 
rate. 

Foreign Investment Warning—The 
Minister of External Affairs, Mr Louw, 
has asserted that, because of the possi- 
bility of political pressure, it would not 
be in South Africa’s interest for any 
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foreign country to have too large an 
investment stake in the Union. Mr 
Louw alleged that the teething troubles 
of the South African Coal, Oil and Gas 
Corporation were due almost entirely to 
inferior foreign materials and defective 
planning by foreign advisers. He stated 
that the Union no longer needed foreign 
planning or advice. 


SWEDEN 


Monetary Improvement—Gold and 
foreign exchange reserves, which de- 
clined by Kr 279 millions in the first 
half of 1956, rose by Kr 176 millions to 
Kr 2,448 millions in the second half of 
the year. 


SYRIA 


The Iraq Petroleum Company has 
paid £4.9 millions in pipeline dues to 
the Syrian Government, the amount 
due in respect of the transit of oil up 
to the night of November 2, when the 
three pumping stations in Syria were 
destroyed. Talks have been proceeding 
between the company and the Syrian 
Government on the repair of the pump- 
ing stations and pipelines, but appear to 
have made little progress on account of 
political difficulties. 


TURKEY 


Debt Talks with Britain—Talks have 
been proceeding with a British financial 
delegation on the liquidation of arrears 
of Turkish debts to Britain. Part of the 
debts covered by the agreement con- 
cluded in January, 1955, has now been 
repaid, but new debts incurred since 
then have raised the total outstanding to 
about £16 millions, of which only about 
£10 millions is covered by the original 
agreement. 

Foreign Investment Concession— 
The Turkish authorities have agreed to 
waive the requirement that the con- 
trolling interest in enterprises associated 
with foreign capital should be held in 
Turkey itself. After protracted negotia- 
tions, a German concern has obtained 
permission to hold a 51 per cent share 


in a new joint TTurco-German steel 
company. 
Additional Tariffs—A new tax on 


imported products comes into operation 
this month. The tax was originally 
intended to cover luxury goods, but it 
has now been extended to a wide range 
of products. The duties range up to 
40 per cent. 
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APPOINTMENTS 





AND RETIREMENTS 





Midland Bank’s New Chairman 


The Midland Bank announced at its annual general meeting in the middle of 
last month that Lord Harlech, who is 71, would retire from the office of chairman 
at the beginning of July, and that he would be succeeded by Viscount Monckton 
of Brenchley, whose election to the board had been announced two weeks pre- 
viously. Lord Monckton, who was raised to the peerage in the new year honours, 
is 66. He has had a distinguished career in law and politics. As Sir Walter 
Monckton he was appointed Minister of Labour in 1951; he was popular with 
the unions and skilled at securing conciliation. In December, 1955, he was 
transferred to the Ministry of Defence, but resigned from this office and the 
Government in mid-October last. Before the war, his career at the bar included 
a term of four years as attorney- general to the Prince of Wales, later King 
Edward VIII, which involved him in the negotiations on the abdication. 

Lord Harlech became chairman of the bank early in 1952, on the sudden death 
of Lord Linlithgow. He was elected to the board—on which he now retains his 
seat —in 1944, and was appointed deputy chairman in 1948. 


Bank of Scotland—The court of directors 
has elected Lord Bilsland of Kinrara to be 
governor of the bank in succession to the 
late Sir John Craig. Mr Robert McCosh, 
writer to the signet, is to succeed Lord 
Bilsland as deputy governor. 

Barclays Bank—Lt-Col Sir Edward H. W. 
Bolitho has retired from the Board, but con- 
tinues as a local director of the Penzance 
District. Local Head Offices—Lombard St: 
Mr H. V. A. Lambert to be a local director; 
all Mall: Mr D. C. Quilter to be a local 
directors’ assistant; Cambridge: Mr J]. M. 
Hyde to be a local director; Reading: Mr 
D. R. C. Cross from Cambridge to be a 
local director; York: Mr M. Bendix to be 
a local director. Head Office: Mr J. H.S. 
Mitchell from Reading to be a general 
managers’ assistant; Staff Dept: Miss M. J. 
Carey to be women’s staff manager on 
retirement of Miss Sargent; Inspection Dept: 
Mr B. W. M. Warner from Clapham Junc- 
tion to be an inspector. Trustee Dept— 
Chief Office: Mr B. C. Sharp from City to 
be joint deputy trustee manager. 

District Bank—Head Office: Mr J. M. 
Burs gess to be advances controller; Mr 
E. Taylor to be accountant. London 
iis sway: Mr A. J. Nelmes from Pall Mall 
to be manager. 

Lloyds Bank-—Head Office: Mr K. L. 
Boyes to be general manager on retirement 
of Mr Whittaker; Mr M. T. Wilson to be 
a general managers’ assistant. lLondon— 
Berkeley Sq: Mr A. H. Collins to be 
manager; Camden Town: Mr J. Harley 
from Oxford St to be manager in succession 
to the late Mr Muncey; Law Courts: Mr 
W. L. J. Clarke from Regent St to be 
manager; Regent St: Mr R. A. M. Hallam 
from Berl eley Sq to be manager. 

Martins Bank— John M._ Brocklebank, 
deputy chairman and managing director of 
Thos & Jno Brocklebank and deputy chair- 
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man of the Cunard Steamship Company, 
has been elected a deputy chairman of the 
bank. Head Office: Mr H. F. L. Venn to 
be accountant. Gateshead: Mr E. F. B. 
Middleton from Low Fell to be manager. 
Low Fell: Mr 'T. A. Bews from Gateshead 
to be manager. 

Midland Bank—Head Office: Mr J. ‘VU 
Davies to be a general manager’s assistant 
on retirement of Mr Hanson; Mr G. A. 
Eden from Wigmore St to be a superin- 
tendent of branches in succession to Mr 
Davies; Mr W. C. Woodman from Hull to 
be a superintendent of branches in succession 
to Mr Broadwith. London—Wigmore St: 
Mr W. St. C. Pattinson from Pall Mall to 
be manager in succession to Mr Eden. 
Deal: Mr M. K. Plascott from Kingston- 
on-Thames to be manager in succession to 
the late Mr Akehurst. 

National Provincial Bank—Head Office, 
Advance Dept: Mr R. H. A. Daniell to be a 
I Trustee Branch, Southampton: 
Mr P. G. Jowett from Bournemouth to be 
manager. Deal: Mr F. L. Johns from 
Redhill to be manager on retirement of 
Mr Reeves. Sheffield, Moor: Mr A. B. 
Clark to be manager on retirement of Mr 
Emsley. 

Union Discount Company—Mr F. W. 
Arnold and Mr W. Kk. Carson, formerly 
assistant managers, have become deputy 
manager and sub-manager respectively; Mr 
M. C. D. King is appointed an assistant 
manager. 

Westminster Bank — London—Hounslox 
West: Mr G. Luckham from Haymarket to 
be manager on retirement of Mr Newson: 
Mavfair: Mr R. L. Davies from Hanover 
Sq to be manager; South Kensington: Mr 
F. R. Gilbert from Mayfair to be manager 
on retirement of Mr Price; Sydenham: Mr 
A. 'T. Andrews from Bexleyheath to be 
manager on retirement of Mr Cummings. 





BANKING STATISTICS 


Trend of **Risk’’ Assets 


(£, millions, except for italicized figures, zchich show percentage of gross deposits) 
Change Change 
——_—_————. 1956 —____—_- 1957 on latest on 
Jan Nov Dec Jan month year 
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Trend of Bank Liquidity* 
1955 1956 





June Nov Dec Jan June Oct Nov 
, © © © & & % & 
30.3 36.2 37.9 39.1 5 34.7 36.4 35 
30.6 34.2 34.4 34.4 2 wen 29.4 BM. 
29.1 35.0 38.2 37.7 8 32.6 38.8 38. 
32.3 35.0 38.7 38.0 2s 3.3 &%.2 35 
28.1 34.3 36.3 37.7 Rs we FZ. 
30.8 39.3 39.9 41.0 37. ae oP Be? eB 
31.6 35.1 39.8 36.8 33.3 39.3 39.9 39. 





Barclays 
Lloyds 
Midland 
National Prov 
Westminster . . 
District 
Martins 


All Clearing 
Banks < 30.1 35.0 37.4 37.6 33.1 33.5 37.1 36.4 


* Cash, call money and bills shown as percentage of gross deposits. 
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Banking Trends since World War I* 
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Net Liquid Invest- Combined 
Averages Deposits Assets Ratiot TDRs ments Advances’ Ratiot 
of Months: £mn {mn % £mn {mn % 
1921 1,759 680 38 = 325 833 64 
1922 1,727 658 37 - 391 750 64 
1923 1,628 581 35 - 356 761 67 
. 1924 1,618 545 33 —— 341 808 69 
ize 1925 1,610 539 32 - 286 856 69 
] q 1926 1,615 532 32 265 892 70 
ir 1927 1,661 553 32 ~ 254 928 69 
4 1928 1,711 584 33 = 254 948 68 
4 4 1929 1,745 568 32 257 991 69 
; 1930 7” 1,751 596 33 —~ 258 962 68 
i 1931 4,715 560 32 - 301 919 69 
1932 1,748 611 34 -- 348 S44 67 
- 1933 1,909 668 34 537 759 66 
hae 1934 1834 576 31 ‘ 560 753 70 
4 1935 1,951 623 31 - 615 769 69 
1936 2,088 692 32 614 839 68 
1936 2,160 713 32 -~— 643 865 68 
| 1937 a 2,225 683 30 — 652 954 70 
i 1938 . 672 30 637 976 71 
1939 2,181 648 29 - 608 991 71 
1940 2,419 785 31 73 666 955 65 
1941 a 2,863 676 23 495 894 858 59 
9 1942 aa 3,159 712 22 642 1,069 797 57 
1943 3,554 723 20 1,002 1,147 747 52 
8 1944 4,022 788 19 1,387 1,165 750 46 
1945 4.551 886 19 1,811 1,156 768 41 
4 1946 4,932 1,280 25 1,492 1,345 888 44 
' 1947 5,463 1,646 29 1,308 1,474 1,107 46 
9 1948 5,713 1,703 29 1,284 1,479 1,320 47 
" 1949 5,772 1,920 32 983 1,505 1,440 49 
1950 5,811 2,345 39 430 1,505 1,603 52 
9 1951 5,931 2,308 38 247 1,624 1,822 56 
: 1952 5,856 2,097 34 — 1,983 1,838 62 
0 1953 6,024 2,201 35 2,163 1,731 62 
; 1954 6,239 2,190 34 2,321 1,804 64 
1955 6,184 2,098 33 2,149 2,019 65 
5 1956 6,012 2,218 35 - 1,978 1,897 62 
1951: 
9 | Oct 5,981 2,423 39.1 177 1,555 1,897 55.7 
. Nov 5,973 1,981 32.0 108 2,033 1,925 64.0 
1955: 
Pe | Dec 6,261 2,472 37.4 - 2,016 1,851 58.5 
; 1956: 
e Jan 6,191 2,430 37.6 2,016 1,826 59.5 
: Nov 6,088 2,310 36.4 ~ 1,975 1,882 60.7 
Dec 6,305 2,492 37.4 oo 1,980 1,913 58.5 
1957: 
Jan 6,224 2,447 37.4 —- 1,992 1,864 59.0 
*'Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
57 ¢ Ratios to gross deposits, i.e. including items in course of collection. 
r Floating Debt 
5 Feb 18, Jan 26, Feb 2, Feb 9, Feb 16, 
a 1956 1957 1957 1957 1957 
5 Ways and Means Advances: {mn {mn {mn {mn £mn 
8 Bank of England . J, — —- — — — 
9 : Public De partments 234.9 221.0 204.9 197.4 246.3 
0 Treasury Bills: 
9 Tender 3,270.0 3,210.0 3,120.0 3,050.0 2,980.0 
Tap 1,872.6 1,516.5 1,507.0 1,486.7 1,247.9 
4 -_ - — ee : — —_ 
5,377.5 4947.5 4,831.9 4,734.1 4,474.2 
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National Savings 


(£ mns: Receipts into Exchequer reported during period) 












































Savings Total 
Certi- Defence Savings Premium ‘Total Accrued Defence Remain- 

ficates Bonds Banks Bonds Small Interest Bond ing In- 
(net) (net) (net) (net) Maturity vested* 

1952-53 .. +20.8 -11.3  -131.6 — ~122.1 88.3 -45.5 6,020.9 
1953-54 .. +19.0 + 0.3 - 79.3 — - 60.0 88.6 -38.4 6,008.7 
1954-55 .. +45.8 +50.0 - 35.5 — +89.5 89.4 16.0 6,126.2 
1955-56 .. +20.9 +63.3 - 76.4 — - 32.7 77.6 -49.0 6,119.0 


1955-56 
April-Dec -+12.6 +16.4 — 88.3 — — 59.3 57.6  -36.1 6,086.0 
January .. 8.0 - 5.6 6.0 — -19.6 6.8 -—-— 4.2 6,108.0 
1956-57 
April-Dec +48.0 - 1.0 — 48.1 + 51.5 +52.1 +29.6 -33.9 6,170.0 
January .. + 7.4 + 1.2 + 8.5 + 3.7 -20.8 4.1 -2.4 6,194.0 
* After taking account of net sales through the Post Office on Bank of Government 


securities other than defence bonds. 
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Britain’s Gold and Dollar Reserves ( 

(Millions of US dollars) 

Net Gold and Dollar 1 

Surplus (+) or Deficit (—) Financed by: c 

. : — Reserves r 

Net Special at End t 

Years and With With Surplus Ameri- Payments Change of Period [ 

Quarters EPU* Other or can and in r 

Areas Deficit Aid Creditst Reserves v 

1946.. “i -~ --- — 908 — +1123 + 220 2696 if 

1947.. aod -— -— — 4131 -- +3513 - 618 2079 RB 
1948.. o —- ——- - 1710 682 + 805 - 223 1856 
1949.. = -— — — 1532 1196 + 168 - 168 1688 

1950... 414 +791 + 805 762 + 45 +1612 3300 . 

1951. ,. =112 ~ 876 988 199 - 176 - 965 2335 : 

1952... .. -276 -460 - 736 428 - 181 —- 489 1846 ” 

1953.. > ERS +433 + 546 307 - 181 + 672 2518 le 

1954.. .. + 85 +-407 + 492 152 —- 400 + 244 2762 ‘i 

1955.. .. -—169 ~ 406 - 575 114 - 181 —- 642 2120 d 

1956.. . eee ~ 408 619 66 + 566 - 43 2133 ‘ 

1956: sl 

I .. — 47 +187 + 140 17 — + 157 2277 at 

If .. + 45 + 54 + 99 9 = + 108 2385 of 

III .. —104 —- 132 —- 236 23 + 156 - 57 2328 d. 

October .. -— 28 —- 63 - 91 7 von —- $84 2244 W 

November .. - 28 - 285 - 313 4 + 30 279 1965 h 

December .. — 49 169 218 6 + 380f + 168 2133 ~ 

[IV . =e - 517 622 17 + 410 — 195 2133 fe 

1957: 

January . 17 36 - §3 + — —- 49 2084 

* Portion of deficit or surplus settled in gold (in month following each accounting period). m 

+ Payments comprise annual service charges on the US and Canadian loans in each th 

December from 1951 to 1955; also, initial payment of $99 mns on funding of EPU debt ; In 

repayment of $112 mns to IMF in 1954; further $7 mns on EPU funding in July, th 

1956; and $14 mns to IFC in August last. Quarterly instalments on Canadian post-war se 

loan and monthly payments to EPU creditors not deducted. Credits comprised $4,909 mns le 

in 1946 from US and Canadian loans; $420 mns from IMF in 1947-49; $325 mns from . 

S. African gold loan of 1948; $177 mns from sale of Trinidad oil company in September, ea 

1956; and $30 mns from sale of US Govt bonds in November. ef 

{ Balance of drawing of $561 mns from IMF and end-year instalments on US and by 

Canadian post-war loans of $181 mns, of which $104 mns paid into holding account ° 


pending formal sanction of interest waiver. 
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THE ROYAL BANK OF SCOTLAND 





Position of Strength and Liquidity 





Effects of Suez Crisis on Country’s Economy 





Time Approaching for Cautious Easing of Restrictions 





High Taxation the Limiting Factor in Economic Development 





The Duke of Buccleuch on Government Expenditure and Greater Productivity 





of The Royal Bank of Scotland was held 
on February 26 in Edinburgh. 

The following is the circulated statement of 
the Governor of the Bank, His Grace the Duke 
of Buccleuch and Queensberry, K.T., P.C., 
G.C.V.O., LL.D. 

Following the procedure adopted last year, I 
have the pleasure to submit to you my review of 
1956 along with the Annual Report and Ac- 
counts. I wish at the outset to refer with 
regret to the loss which the Bank has sustained 
through the death of Mr. Gerard Powys 
Dewhurst, an Extraordinary Director of the 
Bank since 1949. Previously he was for many 
years Chairman of Williams Deacon’s Bank, 
Ltd. and an Ordinary Director of the Royal 
Bank. 

Today we have confronting us a very different 
economic picture from that of a year ago. The 
inflationary pressures on our economy were then 
still causing concern despite the Bank Rate 
increases of 1955 and the squeeze on bank 
lending which had been operating for approxi- 
mately six months. The decision in February 
of last year to make a further increase of 1 per 
cent. in Bank Rate did not therefore come as a 
surprise. ‘This raised the Rate to 53 per cent. 
at which level it stood throughout the remainder 
of the year. An upward adjustment of our 
deposit and loan rates and all the other rates 
which affect our earnings followed and I shall 
have something to say later about the effect of 
these higher rates on our results for the year. 
Meantime, however, I wish to comment. on a 
lew more general topics. 


Tor Anhual General Court of Proprietors 


Disinflationary Measures Intensified 


In my statement last year I outlined the 
measures which the Government had taken in 
the monetary field as part of its policy against 
inflation and I explained that the necessity for 
the directive issued to the Banks in July 1955 to 
secure a positive and significant reduction in the 
level of their overdrafts had arisen because the 
orthodox monetary controls imposed in the 
earlier part of the year had been slow in their 
effect. This two-pronged attack was intensified 
by the increase in the Bank Rate in February to 
which I have referred and there is no doubt 
that the policy of credit restriction, embracing 
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also the restrictions on hire purchase lending, 
met with an increasing measure of success as 
1956 progressed. Gradually the force was taken 
out of the inflationary pressures. ‘The employ- 
ment situation changed. By late summer over- 
time working in many industries had been 
reduced and, while there was no significant 
increase in the unemployment figures, it was 
becoming clear that the state of over-full em- 
ployment was ending. Consumer demand at 
home was slackening off; prices were being 
held reasonably stable; the volume and value 
of our exports were rising and more promising 
national savings figures were being recorded. 


The whole situation was drastically trans- 
formed by the Suez crisis. It is still difficult to 
assess the full effects which this will have on our 
economy. It may cause serious dislocation to 
many industries and has already had harmful 
repercussions on the motor car industry. Its 
impact on the economy already moving along 
the disinflationary path has given rise to fears 
that the movement may be accentuated to such 
an extent that, if the squeeze on credit is not 
relaxed, we may soon be faced with problems of 
deflation. 


Need for Caution 


Claims for relaxation of the present controls 
over credit have thus gathered momentum in 
recent weeks. They have gained encouragement 
from the reductions which have taken place in 
the Treasury Bill Rate and from the easement of 
the Hire Purchase regulations applicable to 
sales of motor cars. I agree that the time may 
be approaching, if indeed it has not already 
arrived, when the policy of the past two years 
might be put slowly into reverse, but I feel that 
we should proceed cautiously. There is, I 
think, a danger that, if we move too soon or go 
too far all at once, we may lose the benefit of 
much that has been achieved, for I am not 
altogether convinced, despite the changes which 
have taken place, that our economic climate has 
yet changed sufficiently to justify more than a 
slight easing of the brakes. 

If, then, this is to be the policy, how is it to be 
carried into effect? Should the first step be to 
bring about a reduction in interest rates or to 
withdraw the direct controls? For the reasons I 
have given, I feel it might be unwise to do both 
at this time and [I lean on the side of those who 











take the view that the best course would be to 
reduce interest rates while maintaining the 
direct controls, at least for the present. There 
are differing views about the relative merits of 
interest rates and of the directive as effective 
measures of control. My own view is that in 
the field of credit in the conditions of to-day 
direct controls are the more effective weapon 
and I think this is borne out by the experiences 
of the past two years, for I consider it has been 
the squeeze on advances by the banking system 
rather than the relatively high interest rates 
which has exercised the more effective check on 
the inflationary pressures. 


Taxation and Interest Rates 


Last year I referred to the fact that high 
taxation had tended to blunt the effect of the 
traditional method of controlling the supply of 
credit through movements in interest rates and, 
while I personally do not like direct controls 
being imposed through the banking system, I 
am more than ever convinced that the interest 
rate weapon cannot any longer be relied upon 
by itself, not at any rate unless we are prepared 
to see Bank Rate pushed up to a level which 
would be harmful in other directions. For one 
thing, high interest rates increase the cost of 
Government borrowing and are thus a burden 
on the tax-payer. They also place an additional 
strain on our external payments account by 
increasing the cost of servicing the overseas 
holdings of Sterling. These considerations 
alone make it desirable that the Government 
should not maintain high interest rates any 
longer than necessary and I think we may look 
forward to a downward movement of interest 
rates. 

As I have indicated, I do not consider that 
this need necessarily be accompanied by relaxa- 
tion of the directive on bank lending. At the 
same time, however, I feel bound to add that I 
regard the directive as essentially a short term 
expedient and at best an imperfect instrument 
of control. It should, therefore, be the policy 
of the Government to authorise its withdrawal 
at the earliest possible moment. For my part, 
I shall welcome the day when Bankers are again 
free to consider applications for advances solely 
on their merits as banking propositions. 


Strengthening of Sterling 

The Middle East crisis brought Sterling 
under almost continuous pressure in the second 
half of the vear. Official support was given to 
maintain both the official and transferable 
account rates and the cost of this to our gold and 
dollar reserves was substantial, resulting in the 
loss in a space of five or six months of approxi- 
mately one-quarter of the reserves held before 
the trouble started. In December, however, the 
Authorities took steps to fortify the reserves by 
exercising drawing rights on the International 
Monetary Fund and by arranging borrowing 
facilities from the Export-Import Bank. ‘This 


has restored confidence in the ability and the 
determination of the Government to maintain 
the value of the Pound and, as a result, there has 
been a very appreciable strengthening of the 
value of Sterling in terms of all foreign cur- 
rencies in recent weeks. 


We shall have heavy 
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Dollar payments to make for the substantial 
purchases of Western Hemisphere oil which 
have been arranged to replace, as far as possible, 
supplies lost through the closure of the Suez 
Canal, but with the increased reserves now 
available there is confidence that these can be 
met without further danger to Sterling. 


Nevertheless, the impact of the crisis will be 
felt throughout industry. Production will be 
curtailed and this may, in the long run, have a 
detrimental effect on our exports. It has also 
brought home to us the extent to which our 
failure to secure a higher production of coal has 
made us increasingly dependent on oil for the 
expanding fuel needs of industry and has 
stressed the necessity for pushing ahead as fast 
as possible with our nuclear power programme, 
The rationing of petrol and oil will have a 
serious effect on every branch of our economy: 
it will create particular difficulties for those who 
are entirely dependent on fuel oil supplies. 


A Spur to Inflation 

Criticism has been levelled at the decision of 
the Government to increase the customs duty 
on petrol and oil and I feel that it may have been 
a mistake to take such a quick and seemingly ad 
hoc decision, for it has undoubtedly given rise 
to a widespread belief that the Government 
think that all our ills can be cured by increases 
in taxation. On this ground alone it may have 
been a bad decision. It was surely also psycho- 
logically unwise to suggest that it might be 
necessary to increase the standard rate of income 
tax in the next Budget, for until more informa- 
tion was available as to the full consequences of 
the crisis and its probable duration no reliable 
forecast of the full financial effect could possibly 
be made. Surely, too, every effort must’ be 
made to avoid further increases in taxation. I 
am convinced that the high level and the 
incidence of our existing ‘axation are factors 
limiting our economic development at the 
present time. ‘Taxation is a spur to inflation; a 
brake on all those qualities of which we are so 
much in need to-day— initiative, enterprise, and 
the will to work. It reduces the ability and the 
desire to save and encourages waste and extrava- 
gance. Surely, therefore, the aim must be to 
reduce rather than increase it further and, what 
is perhaps of equal importance, the Government 
should let the people know that it regards this as 
one of its major tasks. Has the time not arrived 
for making a further review of Government 
expenditure, because there is a widespread 
belief that substantial economies are possible. 
Furthermore, one of the main problems facing 
us to-day is the fact that the Government is un- 
able to meet the whole of its expenditure out of 
the vast sums taken in taxation and is still 
financing the balance by increases in the money 
supply. This continual creation of additional 
money in excess of increased production has 
been one of the chief causes of our recurring 
financial crises. It is inflationary and some 
means of reducing the expenditure of the 
Government should be sought. If in the end tt 
is found impossible to secure any large measure 
of reduction, we shall have to depend on secur- 
ing greater productivity in industry to provide 
for the increased capital investment needed m 
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the private sector of the economy. I have 
previously spoken about this question of pro- 
ductivity and I make no apology for referring to 
it again. Increased productivity is one of the 
things which we need most of all to-day. 
There are good grounds for believing that it 
would not be impossible to achieve the small 
increase in the over-all rate which would go a 
long way towards solving our difficulties, and 
everv effort should be made to secure this by 
increasing incentives through a lowering of taxa- 
tion and in other ways. We should also en- 
courage by all means in our power the removal 
by employees and by managements of restrictive 
practices which are prevalent in industry to-day 
and which are very often carried on in the 
mistaken belief that they benefit those who 
impose them. 


A Wonderful Opportunity 


Turning now to Scottish industry and trade, 
I refer first to our staple industries in the ship- 
building and engineering field, upon which the 
well-being of so many of our people depends. 
These industries have had a good year and seem 
assured of a high level of activity for many vears 
ahead. The whole world is now committed to a 
large shipbuilding programme, not only for 
tankers which have featured so much in the news 
recently, but also for vessels of all descriptions. 
This presents our shipbuilders with a wonderful 
opportunity to secure orders sufficient to keep 
our shipyards busy for a long time to come. 
They must, however, maintain their efficiency at 
the highest level in order to keep their prices 
competitive with those of shipbuilders in other 
countries. "The demand for steel products both 
for home requirements and for overseas markets 
continues to rise and, despite increased pro- 
duction, still remains unsatisfied. We are grate- 
ful to the shipbuilding and steel industries for 
the substantial contribution they make to our 
earnings of foreign currencies. 

In 1956 the whisky industry again set up a 
new record of sales overseas and maintained its 
position as Britain’s greatest dollar earner. 
Scotch Whisky remains in demand throughout 
the world. It has qualities which cannot be 
matched by whiskies produced elsewhere and, 
with additional supplies now becoming available, 
it is confidently expected that fresh export 
records will be set up in the years ahead. 

It is quality, too, which has been responsible 
for the creation of the world-wide demand for 
cashmere knitwear, hosiery and the other pro- 
ducts of our mills in the Borders and elsewhere. 
In fact, the whole range of our textile products 
—knitwear, woollen cloth, cotton fabrics, house- 
hold linen and jute goods—makes a very sub- 
stantial and valuable contribution to our earn- 
ings Overseas. 


Farming Industry’s Success 

Our farmers again had very difficult con- 
ditions to contend with in 1956. The drought 
of the previous year extended well into the 
summer and when it broke it was followed by a 
long period of abnormally heavy rainfall. Not- 
withstanding the consequent difficulties of har- 
vesting, the vield of our agricultural products 





was generally good. The heavy rains again led 
to serious flooding in some parts of the country 
and, while not on the scale experienced in 1948, 
this was nevertheless a serious matter for those 
affected. It caused not only a loss of produce 
at the time but may also have a detrimental 
effect on the future cropping of the land. 
Despite these periodical set-backs, the farming 
industry is having marked success in its all-out 
efforts to lessen our dependence on imports of 
foodstuffs and, because of the facilities we 
extend to the industry, we feel justified in 
claiming some share of the credit. Unfortun- 
ately, the drift from the land, particularly in the 
remoter areas, continues and we seem no nearer 
a solution of this problem, despite the improve- 
ment which has taken place in the conditions of 
employment of those engaged in agriculture and 
forestry. 

Unemployment in Scotland still continues to 
run above the level of the average of the United 
Kingdom. ‘This is largely due, as is well known, 
to the lack of a proper diversification of our 
industry. ‘The Scottish Council (Development 
and Industry) and others have done much to 
improve the situation by extending the range of 
our economic activity. They have brought new 
industries to Scotland; helped to provide better 
factory accommodation in new industrial estates 
and given encouragement and advice to busi- 
nesses engaged in the newer industries upon 
which we are placing so many of our hopes for 
the future. In many other directions the 
Council has dealt with the problem in a realistic 
and practical way. Notwithstanding this, how- 
ever, we are still unduly dependent on our 
heavy industries to provide employment for our 
people. 

One of the most heartening features of recent 
years is the development of the petroleum 
chemical industry taking place at Grangemouth. 
Great advances have been made in the past few 
years and Grangemouth is fast growing into one 
of our major industrial areas, and I pay tribute 
to those far sighted individuals to whom we are 
indebted for this progress. I wish also to add a 
word of thanks to all those concerns throughout 
the whole country—some of them relatively 
small—with no established market overseas who 
are, through strenuous efforts, increasing their 
sales to foreign buyers. 


Result of Year’s Operations 


In regard to our own affairs, the year’s opera- 
tions have resulted in a Profit of £638,801 after 
making allocations to the Staff Pension and 
Widows’ Funds and after providing for all 
taxation and making transfers to Reserves for 
Contingencies, out of which provisions have 
been made for all bad and doubtful debts, 
fluctuations in the value of Investments and 
other contingencies. ‘This was a reduction of 
some £2,100 on the Profit of 1955, reflecting 
the fact already disclosed by the results of other 
Scottish Banks that the year was generally less 
favourable to the Scottish Banks than to Banks 
south of the Border. The main reason for this 
difference lies in the higher proportion of 
deposits bearing interest held by the Scottish 
Banks, which makes our earnings less subject to 
variation as a result of changes in the level of 
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interest rates than appears to be the case with the 
English Banks. In our case, another factor 
which affected our earnings was the reduced 
resources available to us throughout the year. 
Our Deposits at just over {120,000,000 show a 
drop of £8,000,000 as compared with the figure 
at 31st December, 1955, in large measure due 
to competition from ‘Tax Reserve Certificates 
and Treasury Bills. We also know that many 
of our customers, because of the impact of the 
credit squeeze, have had to operate on much 
lower working balances than normally. 

Our Advances at £44,900,000 were £300,000 
down on the figure at the end of the previous 
vear, and this is mainly due to the curtailment 
of credit through the operation of the squeeze. 
Applications for accommodation continue un- 
abated and, as many of our customers at the end 
of the year had not fully drawn against limits 
previously agreed, it will be surprising if we are 
able to prevent the total from rising in the cur- 
rent year. 

Our Investments, in conformity with our 
traditional practice, are shown at or under the 
market value at the date of the balance. The 
total at which they appear in the Balance Sheet 
is approximately £4,300,000 less than the figure 
at the end of the previous year. While the year 
has been a fairly difficult one, the result of our 
operations is regarded as satisfactory and the 
position shown by our Balance Sheet reflects 
strength and liquidity. These remarks apply 
also to the consolidated figures of the Group. 

The payment of a final dividend at the rate of 


7 per cent. actual, making 14 per cent. for he 
year, the same rate as paid in 1955, will } 
recommended at the Annual Court of Pgg 

prietors on 26th February, and this, together 
with the interim dividend paid in Septemb or 
will absorb £478,975. Of the remaining bale 
ance, it is proposed to allocate £150,000 to oug: 
Reserve for Contingencies, leaving a sum of 
£143,353 to be carried forward. 4 


Looking at the Group as a whole, the cone! 
solidated Profit amounted to £900,679, an ine 
crease of £41,000 over the figure for 1955) 
Williams Deacon’s Bank, Ltd. had a very sue." 
cessful year and continues to expand its branech® 
system in areas where it has not hitherto been - 
represented. ‘The experience of Glyn, Mills &7 
Co. was very much the same as our own, and_ 
consequently, their profit for the year showed a 
slight reduction. At the end of the year the: 
total Deposits of the Group amounted tg’ 
£311,686,000 and the Advances to £115,133,000,7 


Tribute to Executives and Staff 


Finally, I should like, on behalf of the Court,” 
to pay a special tribute to the whole of the” 
Bank’s Staff, from the General Manager, Mr, } 
Ballantyne, and his team at Head Office to the 
newest joined recruit. It is team work that 
makes for success, and all of them have contfi-; 
buted in their varying capacities to the smooth? 
working of the organisation. ‘To them all | 
would like to express our appreciation for the) 
manner in which they have carried out theif: 


duties. : 








A British Organisation 


with ample capital and a new factory with scope for expansion, well- 
equipped toolroom, will be glad to enter into discussions with 
individuals or firms regarding the production of specialities for 
which a good market exists or can be created. Ample small power- 


press capacity in particular, available. 


Advertisers have their own seliing organisation and consequently 
are in an unique position to exploit in the U.K. propositions which 


have already been proven in other markets. 


Reply to Managing Director, Box Z.H.822, Deacon’s Advertising, 
36 Leadenhall Street, London, E.C.3. 














